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HEALTH SERVICES AND DEVELOPMENT AGENCY MEETING
MARCH 25, 2015
APPLICATION SUMMARY

NAME OF PROJECT: Erlanger East Hospital

PROJECT NUMBER: CN1412-048

ADDRESS: 1755 Gunbarrel Road
Chattanooga (Hamilton County), TN 37416

LEGAL OWNER: Chattanooga-Hamilton County Hospital Authority
d/b/a Erlanger Health System
975 East 3t Gtreet
Chattanooga, TN 37403

OPERATING ENTITY:  Not Applicable

CONTACT PERSON: Joseph Winnick
(423) 778-8088

DATE FILED: December 5, 2014
PROJECT COST: $10,532,562.00
FINANCING: Cash Reserves

PURPOSE FOR FILING: Relocation and replacement of existing linear
accelerator from Erlanger Medical Center’s main
hospital campus to its Erlanger East Hospital satellite
campus and initiation of radiation therapy services

DESCRIPTION:

Erlanger East Hospital (EEH), a 43 bed satellite hospital operating under the 788
bed license of Chattanooga-Hamilton County Hospital Authority d/b/a
Erlanger Medical Center (EMC), is seeking approval to initiate radiation therapy
services on its campus where it will join existing cancer center services in place at
the hospital’s infusion and women’s breast centers. As part of this project, the
applicant plans to relocate and replace an existing 17 year old linear accelerator
unit operated at EMC’s main hospital campus through the purchase of a new
unit at a major medical equipment cost in excess of $2 million. Even though the
Erlanger East Hospital is initiating a new radiation therapy service, the project
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2
will not increase the inventory of existing linear accelerator units located in the
proposed service area.

SPECIFIC CRITERIA AND STANDARDS REVIEW:

MEGAVOLTAGE RADIATION THERAPY SERVICES

1. Utilization Standards for MRT Units.
a. Linear Accelerators not dedicated to performing SRT and/or SBRT
procedures:

i.  Full capacity of a Linear Accelerator MRT Unit is 8,736
procedures, developed from the following formula: 3.5
treatments per hour, times 48 hours (6 days of operation,
8 hours per day, or 5 days of operation, 9.6 hours per
day), times 52 weeks.

ii. Linear Accelerator Minimum Capacity: 6,000 procedures
per Linear Accelerator MRT Unit annually, except as
otherwise noted herein.

ili. Linear Accelerator Optimal Capacity: 7,688 procedures
per Linear Accelerator MRT Unit annually, based on a
12% average downtime per MRT unit during normal
business hours annually. ,

iv. An applicant proposing a new Linear Accelerator
should project a minimum of at least 6000 MRT
procedures in the first year of service in its Service
Area, building to a minimum of 7,688 procedures per
year by the third year of service and for every year

thereafter.

If approved, a new, replacement unit will be placed in use at
Erlanger East Hospital satellite campus (EEH) and radiation
therapy services initiated at that location through the
transfer of 1 of 2 of EMC’s units presently located on the
main hospital campus. As noted in Item 12 of the 12/18/15
supplemental response, the projected utilization of the
proposed unit at EEH is 4,950 procedures in Year 1
increasing to 5,500 procedures in Year 2. Of interest, it may
be important to note that the projected amounts are
relatively consistent with the average historical utilization

of EMC’s existing 2 units. The applicant states in the
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12/29/14 supplement?zzl response that it expects the
replacement unit to reach the minimum capacity 6,000
procedure utilization standard in Year 4. Please note the
table below.

Historical and Projected Linear Accelerator Treatments

Location of | 2012 2013 2014 Year 1 Year 2
Unit (estimated)
EMC Main | 10,134 9,934 9,559 5,654 5,830
Campus
Erlanger 4,950 5,550
East
Hospital
Total 10,134 9.934 9,559 10,604 11,330
Average per | 5,067/unit | 4,967/unit | 4,800/ unit 5,302/ unit | 5,665/unit
unit

Asa % of | 84.5% 82.8% 80% 88% 94.4%

6,000 per

unit
standard

As the projected utilization falls below each of the measures
for full, optimal and minimum capacity, the applicant does
not meet this standard.

b. For Linear Accelerators dedicated to performing only SRT
procedures, full capacity is 500 annual procedures.

The applicant’s new radiation therapy service will utilize a new
unit that will replace one of the 2 existing units in operation at
EMC’s main campus. The service will not be dedicated to
Stereotactic Radiation Therapy procedures.

This criterion does not apply to the project.

c. For Linear Accelerators dedicated to performing only
SRT/SBRT procedures, full capacity is 850 annual procedures.

The new radiation therapy service will not be dedicated to
Stereotactic Radiation Therapy or Stereotactic Body Radiation
Therapy procedures.

This criterion does not apply to the project.
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4
d. An exception to the standard number of procedures may

e.

occur as new or improved technology and equipment or new
diagnostic applications for Linear Accelerators develop. An
applicant must demonstrate that the proposed Linear
Accelerator offers a unique and necessary technology for the
provision of health care services in the proposed Service Area.

The applicant states the technology of the proposed unit is in
place at other providers in the service area. However, the
applicant alleges that the replacement Varian True Beam Linear
Accelerator will provide new upgraded technology to EMC’s
comprehensive cancer program in the form of a digital platform
with advanced imaging capability and functioning. The applicant
also notes that the technology available from wuse of the
replacement unit is crucial to EMC’s cancer program as the
service area’s safety net provider.

It appears that the applicant partially meets this criterion.

Proton Beam MRT Units. As of the date of the approval and
adoption of these Standards and Criteria, insufficient data are
available to enable detailed utilization standards to be developed
for Proton Beam MRT Units.

The linear accelerator unit planned for the applicant’s new
radiation therapy service is not a proton beam unit.

This criterion is not applicable to the project.

2. Need Standards for MRT Units.

a.

For Linear Accelerators not dedicated solely to performing SRT
and/or SBRT procedures, need for a new Linear Accelerator in a
proposed Service Area shall be demonstrated if the average
annual number of Linear Accelerator procedures performed by
existing Linear Accelerators in the proposed Service Area
exceeds 6,000.

The project does not add a new unit or otherwise increase the
supply of linear accelerator units to the service area. However, as
noted on page A-4 of the additional information provided for
Supplemental 1 on 12/22/14, the combined average utilization of
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the 9 existing units u?as approximately 4,239 per unit or 71% of
the minimum standard during the period. Memorial Hospital-
Ooltewah, CN1202-004A holds an unimplemented CON for the
relocation of 1 of 3 existing units at Memorial Hospital’s main
hospital campus in Chattanooga.

The criterion is not applicable to the project.

b. For Linear Accelerators dedicated to performing only SRT
procedures, need in a proposed Service Area shall be
demonstrated if the average annual number of MRT
procedures performed by existing Linear Accelerators
dedicated to performing only SRT procedures in a proposed
Service Area exceeds 300, based on a full capacity of 500 annual
procedures.

The applicant’s new radiation therapy service will not be
dedicated to performing only Stereotactic Radiation Therapy
procedures.

This criterion is not applicable to the project.

c. For Linear Accelerators dedicated to performing only
SRT/SBRT procedures, need in a proposed Service Area shall
be demonstrated if the average annual number of MRT
procedures performed by existing Linear Accelerators dedicated
to performing only SRT/SBRT procedures in a proposed Service
Area exceeds 510, based on a full capacity of 850 annual
procedures.

The applicant’s new radiation therapy service will not be
dedicated to performing only Stereotactic Radiation Therapy or
Stereotactic Body Radiation Therapy procedures.

This criterion is not applicable to the project.

d. Need for a new Proton Beam MRT Unit: Due to the high cost
and extensive service areas that are anticipated to be required for
these MRT Units, an applicant proposing a new Proton Beam MRT
Unit shall provide information regarding the utilization and
service areas of existing or planned Proton Beam MRT Units'
utilization and service areas (including those that have received a
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6
CON), if they provide MRT services in the proposed Service Area
and if that data are available, and the impact its application, if
granted, would have on those other Proton Beam MRT Units.

The linear accelerator unit planned for the applicant’s new
radiation therapy service is not a proton beam unit.

This criterion does not apply to the project.

e. An exception to the need standards may occur as new or
improved technology and equipment or new diagnostic
applications for MRT Units develop. An applicant must
demonstrate that the proposed MRT Unit offers a unique and
necessary technology for the provision of health care services in
the proposed Service Area.

While not new or unique technology to the applicant’s service
area, the unit planned for the applicant’s new radiation therapy
service will replace an existing 17-year old unit at EMC’s main
hospital campus that will be decommissioned for use. As such,
acquisition of a new replacement unit to be placed into operation
at EEH will offer new, upgraded technology to the EMIC cancer
program through use of its first fully digital platform.

It appears that the applicant partially meets this criterion.

3. Access to MRT Units.
a. An MRT unit should be located at a site that allows
reasonable access for residents of the proposed Service Area.

As a satellite hospital campus of Erlanger Medical Center (EMC),
the applicant has analyzed patient data of EMC’s existing
radiation therapy service at the main hospital campus. As noted in
the table on page A-7 of the 12/22/14 additional supplemental
information, EEH expects to primarily serve residents of Hamilton
County who live east of Chattanooga. In addition, the applicant
states that residents of Bradley, McMinn and Polk Counties in
Tennessee are also most likely to use the new EEH service.
Residents of these areas accounted for approximately 137 or 28.4%
of EMC’s 482 total radiation oncology patient caseload in 2013. It
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7
appears that the majority of residents are located within
approximately 45 miles of Erlanger East Hospital.

1t appears that the applicant meets this criterion.

b. An applicant for any proposed new Linear Accelerator should
document that the proposed location of the Linear
Accelerator is within a 45 minute drive time of the majority
of the proposed Service Area's population.

As noted, analysis of patient origin data of the EMC’s
existing radiation therapy service confirmed that the
proposed location of the radiation therapy service on the
EEH satellite hospital campus in Hamilton County is within
a 45 minute drive time of the majority of the service area
population.

It appears that the applicant meets this criterion.

c. Applications that include non-Tennessee counties in their
proposed Service Areas should provide evidence of the
number of existing MRT units that service the non-
Tennessee counties and the impact on MRT unit utilization
in the non-Tennessee counties, including the specific location
of those units located in the non-Tennessee counties, their
utilization rates, and their capacity (if that data are available).

The applicant’s proposed radiation therapy service area does
not include counties of Alabama and Georgia that border
Hamilton County.

This criterion is not applicable to the project.

4. Economic Efficiencies. All applicants for any proposed new MRT
Unit should document that lower cost technology applications
have been investigated and found less advantageous in terms of
accessibility, availability, continuity, cost, and quality of care.

The project involves the replacement of an existing linear
accelerator unit on EMC’s main campus and relocation to
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the Erlanger East I%ospital satellite campus and will not
increase the supply of linear accelerator units in the 10
county service area. The replacement unit that will be used
on the EEH satellite campus will have technology upgrades
such as modular imaging applications that will contribute
to increased capability and functionality.

It appears that the applicant meets this criterion.

5. Separate Inventories for Linear Accelerators and for other MRT
Units. A separate inventory shall be maintained by the HSDA for
Linear Accelerators, for Proton Beam Therapy MRT Units, and, if
data are available, for Linear Accelerators dedicated to SRT and/or
SBRT procedures and other types of MRT Units.

The HSDA maintains an inventory for this type of
medical equipment in accordance with Agency Statute.
The applicant has complied with HSDA reporting
requirements. Of interest, the applicant reported errors
in its historical utilization during initial HSDA review
of the project and cooperated with HSDA staff in a timely
manner to make corrections. The applicant also worked
with HSDA staff to identify the utilization of existing
radiation therapy providers by residents of the service
area during the course of the review.

It appears that the applicant meets this criterion.

6. Patient Safety and Quality of Care. The applicant shall provide
evidence that any proposed MRT Unit is safe and effective for its

proposed use.
a. The United States Food and Drug Administration (FDA)
must certify the proposed MRT Unit for clinical use.
The FDA letter was submitted with the application.

It appears that the applicant meets this criterion.

b. The applicant should demonstrate that the proposed MRT
Units shall be housed in a physical environment that

ERLANGER EAST HOSPITAL
CN1412--048
March 25, 2015
PAGE 8



9
conforms to applicable federal standards, manufacturer's
specifications, and licensing agencies' requirements.

Review of the architect 12/26/14 letter provided in the
application revealed that the project will be completed in a
manner that conforms to the requirements for this standard.

It appears that the applicant meets this criterion.

The applicant should demonstrate how emergencies within the
MRT Unit facility will be managed in conformity with
accepted medical practice. Tennessee Open Meetings Act
and/or Tennessee Open Records Act.

A copy of the Erlanger East Hospital emergency protocol
for the proposed service was submitted on page A-76 of the
application.

It appears that the emergency hospital protocol meets this
criterion.

. The applicant should establish protocols that assure that all
MRT Procedures performed are medically necessary and will
not unnecessarily duplicate other services.

The applicant provided a copy of EMC’s Outpatient Orders and
Medical Necessity policy on page A-78 of the original application.

It appears that this criterion has been met.

. An applicant proposing to acquire any MRT Unit shall
demonstrate that it meets the staffing and quality assurance
requirements of the American Society of Therapeutic
Radiation and Oncology (ASTRO), the American College
of Radiology (ACR), the American College of Radiation
Oncology (ACRO) or a similar accrediting authority such
as the National Cancer Institute (CNI). Additionally, all
applicants shall commit to obtain accreditation from
ASTRO, ACR or a comparable accreditation authority for MRT
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1
Services within two years following initiation of the operation
of the proposed MRT Unit.

The applicant has Joint Commission accreditation through
its affiliation as a satellite hospital of Erlanger Medical
Center. The applicant maintains that it meets and adheres
to the staffing and quality assurance requirements of the
American College of Radiologists. If approved, the
applicant maintains that it will obtain formal accreditation
within 2 years of initiating of radiation therapy services.

It appears that the applicant meets this criterion.

f. All applicants should seek and document emergency transfer
agreements with local area hospitals, as appropriate. An
applicant's arrangements with its physician medical director
must specify that said physician be an active member of the
subject transfer agreement hospital medical staff.

A list of patient transfer agreements is provided in
Supplemental 2 on pages A-9 through A-11. The proposed
linear accelerator service has a medical director that holds full
admitting privileges.

It appears that this criterion has been met.

g. All applicants should provide evidence of any onsite simulation
and treatment planning services to support the volumes they
project and any impact such services may have on volumes and
treatment times.

Review of the linear accelerator vendor quote with drawings
revealed that a CT Simulator will be used in conjunction with
the unit and located at the proposed radiation center on the
hospital campus. Use of same is expected to support the projected
utilization of the new service.

It appears that the applicant meets this criterion.
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7. The applicant should provide assurances that it will submit data in a
timely fashion as requested by the HSDA to maintain the HSDA
Equipment Registry.

The applicant indicates data will be submitted within the expected time

frame.

It appears that this criterion has been met.

8. In light of Rule 0720-11.01, which lists the factors concerning need
on which an application may be evaluated, and Principle No. 2 in the
State Health Plan, "Every citizen should have reasonable access to
health care," the HSDA may decide to give special consideration to an
applicant:

a. Who is offering the service in a medically underserved area as
designated by the United States Health Resources and Services
Administration;

The applicant submitted a copy of a document from the Health Resources
and Services Administration website, US Department of Health and
Human Services, indicating that all or part of the counties in the
proposed service area are designated medically underserved areas
(MUAs). The document can be found on page A-75 of the application.

It appears that the applicant meets this criterion.

b. Who is a "safety net hospital" or a "children's hospital" as defined by
the Bureau of TennCare Essential Access Hospital payment
program; or

As noted, the applicant operates as a satellite hospital of Erlanger Medical
Center (EMC) which is actively licensed by the Tennessee Department of
Health. EMC is classified by the Bureau of TennCare as a “safety net
hospital” and a children’s hospital.

It appears that the applicant meets this criterion.

c. Who provides a written commitment of intention to contract
with at least one TennCare MCO and, if providing adult services,
to participate in the Medicare program.

ERLANGER EAST HOSPITAL
CN1412--048
March 25, 2015
PAGE11



As documented on page A—llg of the 12/22/14 additional information to
Supplemental 1, the applicant has signed agreements with TennCare
managed care organizations that operate in the service area. Further, as a
member of EMC, Erlanger East Hospital provides services to adults and is
a participating provider in the Medicare program.

It appears that the applicant meets this criterion.

Staff Summary
The following information is a summary of the original application and all
supplemental responses. Any staff comments or notes, if applicable, will be in
bold italics.

The applicant, Erlanger East Hospital (EEH) is a 43 bed satellite hospital
operating under the combined 788 bed license of Erlanger Medical Center
(EMC). The 2 campuses are located approximately 10 miles apart within the city
limits of Chattanooga (Hamilton County), Tennessee. The applicant seeks
approval to decommission and relocate 1 of 2 existing linear accelerators from
EMC’s main hospital campus at 975 East Third Street in Chattanooga, replace the
unit with a new, state of the art Varian TrueBeam unit, and initiate radiation
therapy services on its satellite campus in dedicated clinical space adjacent to an
existing infusion center and women'’s breast center.

The new radiation therapy service will be located on the ground floor of the
hospital adjacent to the existing infusion center. The project includes
approximately 7,396 total square feet of new construction for a shielded vault to
house the unit. As noted in Item 5 of the 12/18/14 supplemental response, a
portion of the space of the existing inpatient and outpatient pharmacy will be
renovated for use as lobby space to facilitate patient flow from the entry to the
new radiation therapy center. Other than the Pharmacy Department, the
applicant does not expect any disruption to the operations of nursing units or
other departments during the construction phase of the project.

If approved, the proposed radiation therapy service will provide the opportunity
to operate a full service satellite cancer center provider for adult and children
residents of Hamilton County and a 9-county secondary service area. The hours
and days of new radiation therapy service will be 8:00 - 5:00 PM daily, Monday -
Friday.

History
The current total licensed bed complement consists of 43 hospital beds, presently
including 12 medical, 6 surgical, and 25 obstetrical. However, licensed capacity
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will increase to 113 total satellite %gspital beds when the remaining 70
unimplemented licensed beds approved in CN0405-047AE become operational
by December 1, 2016. All 43 licensed beds are presently staffed. Review of the
2013 Joint Annual Report revealed the hospital reported 37 staffed beds and
approximately 5,440 total patient days. Based on this utilization, EEH’s licensed
and staffed hospital bed occupancy was 34.7% and 40.3%, respectively, during
calendar year 2013. According to the Department of Health and pertaining to the
Joint Annual Reports, the following defines the two bed categories:

Licensed Beds- The maximum number of beds authorized by the appropriate state
licensing (certifying) agency or regulated by a federal agency. This figure is broken
down into adult and pediatric beds and licensed bassinets (neonatal intensive or
intermediate care bassinets).

Staffed Beds-The total number of adult and pediatric beds set up, staffed and in use at the
end of the reporting period. This number should be less than or equal to the number of
licensed beds.

Certificate of Need activity is summarized from HSDA records and the
clarification provided by the applicant on page 3 of the 12/18/14 supplemental
response as follows:

e Licensed and operated as ASTC campus under 88-CN-111A

e Becomes licensed hospital in 1996 and converted to Women’s Health
Pavilion under CN9405-025A. Operated through joint venture between
Erlanger Health System (EHS) and Memorial Hospital.

e Acquisition by EHS in 2002 leading to licensure as satellite hospital.

e Transitions to general medical/ surgical satellite hospital under CN0405-
047AE (expires December 1, 2016) involving major expansion project.
When complete, will result in transfer of 79 med/surg beds from EMC
main hospital campus and (as of December 2014, 9 of 79 approved beds have
been implemented) and 179,000 square feet new 4 story patient tower (major
capital construction).

e (CNO0407-067A - approval for addition of 6 neonatal intensive care unit
(NICU) beds to be transferred from EMC main hospital campus. All beds
placed in service in 2004 (Final Project Report submitted to HSDA on
12/16/2004).

e Applicant’s total licensed bed complement will increase from 43 total
current beds to 113 total beds when all 70 remaining beds in CN0405-
047 AE are licensed and operational by December 1, 2016.

e Note: EHS development activity, including activity on CN0405-047AE, slowed
significantly beginning 2005 due to the economic downturn. EHS announced in
late 2014 that financial position and investor ratings have improved. EHS
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executives met with HSDA leadersjhzé;‘a in December 2014 to discuss development
plans. For Erlanger East Hospital, this covered plans for the completion of
CN0405-047AE, the initiation of the radiation therapy service in this application
and a new application for the initiation of therapeutic cardiac catheterization
services to be heard at the May 27, 2015 HSDA meeting .

Ownership
The applicant is a satellite hospital operating under the combined license of
Erlanger Medical Center (EMC), owned by the Chattanooga-Hamilton County
Hospital Authority d/b/a the Erlanger Health System. EMC currently has 788
licensed beds in Hamilton County. The components of Erlanger Health System
include

e Erlanger Medical Center (688 licensed beds) which includes the Children’s

Hospital at Erlanger (121 licensed beds) on the main campus;

e Erlanger East Hospital (43 licensed beds) on the East Campus

e FErlanger North Hospital (57 licensed beds) on the North Campus.
In addition to the hospitals in Hamilton County, Erlanger Health System
includes separately licensed Erlanger Bledsoe (25 licensed beds) in Bledsoe
County. Please note the table below for the bed assignments by facility and
service under EMC’s combined license.

EMC Licensed Acute Care Bed s in Hamilton County

Bed Type Erlanger Main Erlanger North Erlanger East EMC Total
Campus Satellite Satellite Licensed Beds
Campus Campus
Medical 251 21 12 284
Surgical 193 20 6 219
Obstetrical 40 0 25 65
ICU/CCU 91 4 0 95
Neonatal ICU 64 0 0 64
Pediatric 49 0 0 49
Adult Psychiatric 0 0 0 0
Geriatric 0 12 0 12
Psychiatric

688 57 43* 788

*Note- Erlanger East Hospital has an outstanding CON (CN0405-047AE) for 79 acute care beds to be
transferred from EMC'’s main campus. Of the 79 beds, 9 have been implemented to date. The additional 70
beds are expected to go into service before the December 1, 2016 expiration date of the project.

Facility Information
e 27 acre satellite hospital campus located within 1 mile of I-75 and the
Hamilton Place Mall with access to public transportation.
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Construction is in progress for clieSvelopment of 4 floor patient tower and
related areas with 201,000 total square feet of new construction and
renovation (part of project approved in CN0405-047 AE).

Plans to become a full service cancer care provider with addition of
proposed radiation therapy service joining infusion center and women’s
breast center services on the satellite hospital’s campus.

A full description of Erlanger East Hospital’s cancer services and related
programs in provided on page 6 of the 12/18/14 supplemental response.
Erlanger is the region’s safety net provider for adults and children.

Floor plan drawings of the proposed site are included as Attachments A-
17 and A-18.

Linear Accelerator Equipment

The replacement Varian TrueBeam unit includes all of the existing unit’s
features with upgrades for new technology features.

New technology upgrades include real time diagnostic imaging using an
On-Board Imager (OBI) to provide Image Guided Radiation Therapy
(IGRT).

Additional capabilities include Intensity Modulated Radiation Therapy
(IMRT), Stereotactic Body Radiation Therapy/Stereotactic Radiosurgery
(SBRT/SRS) capabilities for clinical applications Note: please see page 7 of
Supplemental 1 for full description of the new replacement unit.

Current units have been operated at EMC for approximately 17 or more
years.

Replacement unit allows the physician and oncology teams more options
to treat patients with better outcomes, shorter treatment sessions,
improved targeting accuracy, and less side effects.

Note to Agency members: IMRT involves intensity modulation to
improve accuracy and sparing of healthy tissue. SRS/SBRT involves
stereotactic radiosurgery which uses significantly higher doses of
radiation delivered with fewer treatment sessions to provide even greater
improvements in accuracy and sparing of healthy tissue.

Project Need

The applicant identified the need for the proposed relocation of SRMC's
radiation therapy service and replacement of its existing linear accelerator in the
application. Key factors include

Improved access and convenience by patients of Erlanger Medical
Center’s existing radiation therapy service who are residents of areas in
Hamilton County located points east of Chattanooga and counties located
in Southeast Tennessee.
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e Provides opportunity to develo;l) 6full service cancer care program joining
existing infusion and women'’s breast cancer centers.

¢ Affords opportunity to replace existing 17 year old linear accelerator unit
at main hospital campus with new upgraded equipment to be relocated at
EEH while not increasing equipment inventory in service area.

e Additional clarification pertaining to the incidence of cancer in Hamilton
County (applicant’s primary service area) and the 10-county total service
area was provided in the 12/18/2014 supplemental response and is
illustrated in the graph below.

Service Area Cancer Rates Age Adjusted Rates per 100,000 Population

Cancer Rates

2005-2009
per 100,000
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Source: Tennessee Cancer Registry Annual Reports; Iteml10, 12/18/14 supplemental response

e As indicated by the table, Hamilton County had a cancer rate per 100,000
population higher than the both the average for the total 10 county service
area and the statewide rate of 477 per 100,000 population.

e Tennessee had a cancer incidence rate ranked 16t highest in the country.
Its cancer mortality rate was ranked 6th highest.

The following items further highlight the need for the project:
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e Continue commitment to modleZnization and enhancement of cancer
diagnosis and treatment service capabilities (please see description on page 6
of the 12/18/14 supplemental response).

e Serve as safety net provider for undeserved residents of the service area,
including children and the elderly.

e Develop array of cancer program support services focusing on clinical
research, cancer nurse navigator assistance, and community outreach
initiatives.

e Upgrade technology with new generation replacement equipment.

e Respond to needs of underserved older population.

e Target high incidence of cancer in Hamilton County as illustrated in the
table above.

Service Area
The primary service area of the applicant’s proposed radiation therapy service is
Hamilton County. The 9-county secondary Tennessee service area consists of
Bledsoe, Bradley, Grundy, Marion, McMinn, Meigs, Polk, Rhea and Sequatchie
Counties.
¢ The total population of the primary and secondary combined service area
is estimated at 634,764 residents in calendar year CY 2014 increasing by
approximately 2.4% to 650,170 residents in CY 2018.
e The total population of the state of Tennessee is expected to grow 2.8%
from CY2014 to CY2018.
The total 65+ age population is estimated at approximately 117,435
residents in CY 2014 increasing approximately 17.0% to 137,384 residents
~  in 2018 compared to a statewide change of 9.18% during this time period.
The age 65 and older population accounts for approximately 18.6% of the
total service area population compared to 15.8% statewide.
The applicant estimates that approximately 18.6% of the service area’s
residents are enrolled in TennCare compared to 18.8% statewide.

Historical and Projected Utilization

Erlanger Medical Center currently operates 2 of the 9 linear accelerator units in
the 10 county service area.

The historical and projected utilization of EMC’s 2 units and radiation therapy
utilization rates by residents of the service area are illustrated in the tables below.

ERLANGER EAST HOSPITAL
CN1412--048
March 25, 2015
PAGE 17



18
Table 1- EMC’s Historical and Projected Utilization

Location 2011 2012 2013 Estimated % Year1 Year 2
2014 Change
"11-14
EMC main 9,756 10,134 9,934 9,559 2% 5,564 5,830
campus
EEH 4,950 5,500
Total 9,756 10,134 9,934 9,559 -2% 10,604 11,330
As a % of 65.9% 64.6% 62.2% 62.2% 70% 73.7%
optimal
utilization
Source: page 7, 12/29/14 supplemental response
Table 2 - Service Area Provider Utilization Trends
Provider 2011 2012 2013 % change | 2103
Total Total Total 1113 10-County
Facility Facility facility Service
Procedures | Procedures | Procedures Area
Resident
Procedures
EMC main 9,756 10,134 9,934 1.8% 7,676
campus
All providers | 40,977 36,903 38,566 -5.9% 23,600*
in 10 county
service area
EMC Market | 23.8% 27.5% 25.8% 32.5%
Share

Note: 2 of 5 providers (both in Bradley County) did not report CY2013 utilization by Patient
County of residence. The estimate of resident procedures in the table above is based on data
reported to HSDA for 2011 and 2012. Source: 12/29/14 supplemental response, page7

Table 3 - Resident Treatments per 1,000 Population

70.00
60.00 .
- ~——— - /
50.00 ‘-'“%g—
4000, *teena,,. / Statewide
— / = = = =« Hamilton
3000 = s e o ¢ o Total Svc Area
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Note: Meigs County is shown as a comparison given the 80% increase in resident linear
accelerator treatments from 2012-2013. Sources: HSDA Equipment Registry, TDH population
projections

Table 4 - 10-County Service Area Resident Utilization™*

Resident Utilization | 2011 2012 2013
At Provider Sites in | 25,314 23,144 23,600 (estimate)
Service Area
At all Provider Sites in | 27,047 24,745 25,279
TN
Use of service area 93.6% 93.5% 92.3%

providers as a % of

total

*Note: Table 4 is based on data provided to the applicant from the HSDA Equipment Registry as shown on
page 10, Supplemental 1 and pages 7 and 8 of Supplemental 2

Based on the tables above, the following highlights are noted:

Table 1 - historical utilization of EMC’s 2 linear accelerator units
decreased slightly from 2011 to 2014.

Table 1- total projected utilization of the unit that will remain at the EMC
main campus and the unit that will be relocated and replaced at the EEH
satellite campus is expected to increase by approximately 18.5% from
9,559 total procedures in CY2014 to 11,330 procedures in Year 2.

Table 1 - the projected utilization in Year 2 is approximately 73.7% of the
7,688 optimal utilization standard for linear accelerator units.

Table 2 -residents of the primary and secondary service area accounted
for approximately 77.3% of 9,934 total procedures performed by EMC'’s 2
linear accelerator units in 2013. Note: resident utilization of Memorial Hospital
and Parkridge Medical Center units in Hamilton County was almost identical at
76.7% and 76.4% during the period. The utilization for each provider in the 10
county service area is shown on page 7 of the 12/29/14 supplemental response).
Table 3 - the trend line graph reflects that Hamilton County resident use
rates did not change significantly in 2012 and 2013. Its rate is higher by
comparison to the total service area use rate and the statewide use rate.
Table 3 - Meigs County had the highest resident use rate increase of all 10
counties in the service area from 2011 to 2013. Note: although not shown in
Table 3, Bradley County had the highest decline in resident procedures from 2011
to 2013. The resident use rate for each county of the service area is shown on page
10, Supplemental 1).

Table 4 - the information helps illustrate that between 2011 and 2013
approximately 93% of the residents in the 10-county service area received
linear accelerator services at a facility located within the service area. This
also means that only 7% of service area residents went to facilities outside
the 10-county service area for linear accelerator services.

ERLANGER EAST HOSPITAL
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Project Cost
Major costs reflected in the revised Project Costs Chart are:

$5,215,270.00 or 49.5% of the $10,532,562.00 total project cost for purchase
of a replacement linear accelerator unit inclusive of 5-year maintenance,
accessories (CT simulator and treatment planning system). There are no
charges for sales tax and shipping.

$3,265,900.00 for build-out of radiation therapy suite and renovation of
existing areas for support space (31% of the total project cost).

Architect letter dated 11/26/14 attests to construction cost estimate and
build-out in accordance with all applicable building and safety codes.

Per HSDA records, the project’s combined construction cost of $407.22 per
square foot (SF) is above the HSDA 374 quartile combined construction
cost of $274.63/SF for hospital projects from 2011 -2013. Per the applicant,
new construction of the vault to house the unit, install shielding, etc., is
the primary reason for the higher combined cost of the project.

For other details on Project Cost, see the revised Square Footage Chart on
page A-4 and the revised Project Cost Chart on page A-5 of 12/18/14
supplemental response.

Historical Data Chart

According to the Historical Data Chart, Erlanger Health System realized a
favorable Net Operating Income of $1,705,800 in FY2014.

Net Operating Income was unfavorable prior to FY2014 at -$24,438,996 in
FY2012 and -$24,835,171 in FY2013.

A copy of the Audited Combined Financial Statements of Erlanger Health
System for the fiscal years ending 2014 and 2013 was provided in the
application. Review of the information revealed a positive operating
income result of $17,917,993 in FY2014 compared to a negative operating
income of $7,037,120 in FY2013.

Projected Data Chart
Given the applicant’s operation as a satellite under Erlanger Medical Center, a
Projected Data Chart was provided in Supplemental 1 for EMC'’s consolidated
radiation therapy service. The Projected Data Chart reflects the following:

e EMC is projecting $12,672,270 in total gross operating revenue on 10,604

total linear accelerator procedures in Year 1 increasing by approximately
0.9% to $13,821,266 on 11,330 total procedures in Year Two.

e Net operating income less capital expenditures for the applicant will equal

$206,994 in Year 1 (1.6% of gross revenue) decreasing to $20,404 in Year 2.

e As noted on page 9 of Supplemental 2, the low margin of the service in

Year 2 represents a slight decrease from EMC's historical service margins

ERLANGER EAST HOSPITAL
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of 54% in FY2012 and 4.7% in F%(%Ol?) and may be attributed, for the most
part, to start-up of annual maintenance service costs.

e Net operating revenue after bad debt, charity care, and contractual
adjustments is expected to average approximately 27% of gross annual
revenue in the first two years of the project.

e Contractual adjustments accounts for the highest deductions from
revenue averaging approximately 73% of gross revenue per year. It
appears that the applicant’s 55.6% combined Medicare and TennCare
payor mix may help explain why contractual adjustments are higher for
this service.

Charges
As clarified in Item 7 of the 12/29/14 supplemental response, the average charge
per procedure information provided for Year 1 of the project is as follows:

e The projected average gross charge per linear accelerator proceduré is
$1,195 in Year 1 increasing to $1,220 in Year 2.

* As a comparison, EMC's average gross charge was approximately $828
per procedure in 2013 and $973 per procedure in 2012.

e Net charges after contractual adjustments are $330.36/ procedure in Year 1
and $331.68/ procedure in Year 2.

e The applicant’s average gross charge in 2013 was lower than other
hospital providers in Hamilton County (page 45, application).

e According to the HSDA Equipment Registry, the applicant’s proposed
$1,195/procedure charge in Year 1 is below the 3rd Quartile Charge of
$1,521.69/ procedure.

Medicare/TennCare Payor Mix

e The expected payor mix of EMC’s radiation therapy service is 43.1%
Medicare and 12.4% TennCare for total of approximately 55.5% of gross
operating revenue in Year 1 compared to approximately 64.8% in 2013.

e As documented by the applicant during initial review of the application,
EMC has negotiated contracts with all TennCare MCOs in the service
area: AmeriGroup, United Healthcare (AmeriChoice), and TennCare
Select.

Financing
e A letter dated December 2, 2014 from ]. Britton Tabor, CFO, Erlanger
Health System, confirms that the parent company has the funds from
operations to cover the estimated $10,532,560 project cost, subject to CON
and governing body approvals.
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Review of Erlanger Health Systems audited combined financial statements
for the period ending June 30, 2014 revealed $182,806,100 in total current
assets, total current liabilities of $72,580,303 and a current ratio of 2.51 to
1.0.

Note to Agency Members: current ratio is a measure of liquidity and is the
ratio of current assets to current liabilities which measures the ability of
an entity to cover its current liabilities with its existing current assets. A
ratio of 1:1 would be required to have the minimum amount of assets
needed to cover current liabilities.

Staffing

The medical director of Erlanger East Hospital's proposed service is Frank
Kimsey, M.D. (please see resume, page A-73). Additional clinical leadership
includes a team of physician specialists, nurse navigators and an oncology
research coordinator.

A description of the nature and scope of Erlanger Medical Center’s cancer
program was addressed in detail on page 6 of the 12/18/14 supplemental
response.

The proposed staffing pattern of the service will consist of 19 full time
equivalent (FTE) positions, including 8.0 FTE positions assigned to the
Erlanger East satellite campus. A full description of the staffing plan is
provided on page 22 of the 12/18/14 supplemental response.

Licensure/Accreditation

L

Erlanger Medical Center is accredited by The Joint Commission and
licensed by TDH. The applicant committed to obtaining accreditation
from the American College of Radiology within 2 years of initiation of
services on its satellite hospital campus (12/22/14 Additional
Information-Supplemental 1, page A-10.

With respect to licensure, the applicant provided a full copy of its most
recent licensure survey (5/13/14) with written plan of correction in
Supplemental 1. The applicant also documented acceptance in the form of
a copy of a letter from the Centers for Medicare and Medicaid Services on
page A-3 of Supplemental 2.

The applicant has submitted the required information on corporate documentation, site
control and a revised quote for the purchase of the linear accelerator inclusive of costs for
maintenance/service and accessories that will be effective on the date of the Agency
hearing of the application. Staff will have a copy of these documents available for member
reference at the meeting. Copies are also available for review at the Health Services and
Development Agency office.
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Should the Agency vote to approve this project, the CON would expire in three
years.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT:

There are no other Letters of Intent or denied applications for this applicant.

Pending Applications:

Erlanger East Hospital, CN1502-005, has a pending application that will be
heard at the May 27, 205 Agency meeting for the addition of interventional
cardiac procedures to the Cardiac Catheterization Lab approved for diagnostic
cardiac procedures under CN0405-047AE. If approved, the number of approved
cardiac catheterization labs in the service will remain the same. The project cost
is $303,000.00.

Outstanding Certificates of Need:

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Medical
Center, CN1409-038A, has an outstanding Certificate of Need that will expire on
February 1, 2018. The project was approved at the December 17, 2014 Agency
meeting for the addition of a 3.0 T Magnetic Resonance Imaging (MRI) scanner at
Erlanger Medical Center, 975 East 3™ Street, Chattanooga (Hamilton County),
Tennessee. The estimated project cost is $4,597,711.00. Project Status Update: the
project was recently approved.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Medical
Center, CN1207-034A, has an outstanding Certificate of Need that will expire
December 1, 2015. The CON was approved at the October 24, 2012 Agency
meeting for the renovation, upgrade and modernization of adult operating
rooms, including the addition of four (4) new operating rooms. No other health
care services will be initiated or discontinued. The estimated project cost is
$21,725,467.00. Project Status Update: The applicant advised on 12/18/14 that the
project is in progress and under continuous construction. The construction activity is
divided into multiple phases to allow work to be performed while the operating suite and
related support facilities are in use. The project is expected to be completed on schedule
and within budget.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger East, CN
0405-047AE, has an outstanding Certificate of Need that, following three
modifications for extension of the time, will expire on December 1, 2016. The
CON was approved at the October 27, 2004 Agency meeting for the construction
of a new four (4) story patient tower and other ancillary space: transfer of
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seventy-nine (79) beds from the main Erlanger campus to the east campus:
initiation of cardiac catheterization and acquisition of a magnetic resonance
imaging (MRI) scanner. This project will decrease the main campus beds from
703 to 624 licensed beds. The 79 licensed beds will be transferred to the Erlanger
East Hospital satellite campus resulting in an increase of 28 to 107 licensed beds
at that location. The estimated project cost is $68,725,321.00. Project Status Update:
The project expiration date was extended to December 1, 2016 at the September 24, 2014
Agency meeting (the project’s 4 approved extension request). An update submitted on
12/18/14 indicated that financing has been secured to complete the remaining portions of
the project. Detailed plans have been developed and are under final review. Once
approved, the remainder of construction will follow.

CERTIFICATE OF NEED INFORMATION FOR OTHER SERVICE AREA
FACILITIES:

There are no Letters of Intent, denied, or pending applications for other health
care organizations in the applicant’s service area proposing this type of service.

Outstanding Certificates of Need

Memorial Hospital -Ooltewah, CN1202-004AE, has an outstanding Certificate
of Need that will expire on July 1, 2017. The project was approved at the May 23,
2012 Agency meeting for the development of a satellite cancer center, the
acquisition of a linear accelerator and the initiation of radiation therapy services
to be operated under the license of Memorial Hospital in an existing medical
office building adjacent to the Memorial Hospital Ooltewah Satellite Imaging
Center at 6400 Mountain View Road, Ooltewah (Hamilton County), TN, 37363.
The project includes new construction for the build out of 8,733 square feet of
space to house the center and the partial relocation of an existing linear
accelerator from Memorial Hospital’s main hospital campus in Chattanooga to
the new satellite cancer center in Ooltewah. Upon completion of the project, 1 of
the 3 existing linear accelerators at the main hospital campus will be
decommissioned and removed from operation. The estimated project cost is
$10,216,658.00. Project Status Update: the applicant’s 7/24/2013 Annual Progress
Report stated that the project has not been initiated and that work was in progress on a
third party development arrangement to accomplish the project’s construction. An
extension of the project expiration date was approved at the February 25, 2015 Agency
meeting.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF HEALTH,
DIVISION OF HEALTH STATISTICS, FOR A DETAILED ANALYSIS OF
THE STATUTORY CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE
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IN THE AREA FOR THIS PRO]EC’IZ.5 THAT REPORT IS ATTACHED TO
THIS SUMMARY IMMEDIATELY FOLLOWING THE COLOR DIVIDER
PAGE.

PIG
(02/27/15)
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LETTER OF INTENT
TENNESSEE HEALTH SERVICES & DEVELOPMENT, AGENCY

The Publication of Intent is to be published in the Chattanooga Times Free Press, which is a newspaper
of general circulation in Hamilton County, Tennessee, on or before December 10, 2014, for one day.

This is to provide official notice to the Health Services & Development Agency and all interested
parties, in accordance with T.C.A. § 68-11-1601 ez seq., and the Rules of the Health Services &

Development Agency, that Erlanger East Hospital, owned by the Chattanooga-Hamilton County

Hospital Authority D/B/A Erlanger Health System, with an ownership type of governmental, and to be
managed by itself, intends to file an application for a Certificate of Need to initiate radiation therapy

service with the acquisition of a new Linear Accelerator to be located at Exlanger East Hospital. The
new Linear Accelerator will replace an existing Linear Accelerator at Erlanger Medical Center. If this
project is approved, the number of Linear Accelerators at Erlanger Medical Center will be reduced
from two (2) to ome (1). Upon completion there will be no change in the number of Linear
Accelerators in the service area. The Linear Accelerator will complement other Oncology services at
Erlanger East Hospital. The expansion of Erlanger East Hospital (CON No. CN0405-047AE) is in

process. No other health care services will be initiated or discontinued.

The facility and equipment will be located at Erlanger East Hospital, 1755 Gunbarrel Road,
Chattanooga, Hamilton County, Tennessee, 37421. The total project cost is estimated to be

$ 10,532,560.00, :
The anticipated date of filing the application is December 5, 2014.

The contact person for this project is Joseph M. Winick, Sr. Vice President, Erlanger Health System,
975 East 3™ Street, Chattanooga, Tennessee, 37403, and by phone at (423) 778-7274.

oMUY °4 é ;j December 1. 2014 Joseph. Winick@erlanger.org
J

( Joseph . Winick Date: E-Mail:

The Letter Of Inéent must be filed in triplicate and received between the firgt and the tenth day of the month, If the
last day for filing is a Saturday, Sunday or State Holiday, filing must-eccuron the preceding business day.File this

form at the following address:

Health Services & Development Agency
Andrew Jackson Building, 9 Floor
502 Deaderick Street
Nashville, Tennessee 37243

The poblished Letter Of Intent must contain the following statement pursuant to T.C.A. §68-11-1607(c)(1): (A) Any
health care institution wishing to oppese a Certificate of Need application mmnst file a written notice with the Health
Services and Development Agency no later than fifteen (15) days before the regularly schednled Health Services and
Development Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to
oppeose the application must file written objection with the Health Services and Developnient Agency at or prior to

the cemsideration of the application by the Agency.
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December 2, 2014

Ms. Melanie M. Hill
Executive Director
:State of Tennessee

Health Services & Development Agency
Andrew Jackson Building, Ninth Floor
502 Deaderick Street

Nashville, TN 37243

RE: Certificate of Need Application
Replace & Relocate Linear Accelerator

Dear Ms. Hill:

Enclosed is our Certificate of Need al;i)li_,eat_ion together with required fee for the above
reference project. We are hopeful that we have provided all necessary information
needed for review; however, should staff have questions or require add1t10na1 information

we will promptly provide this information.

We look forward to working with you and staff in the review of the proposed project.

. Winick, FACHE
enior Vice President, | _
Planning, Analytics & Business Development

975 East Third Street, Chattanooga, TN 37403 (423) 778-7000 www.erlanger.org
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Corporation (Not-for-Profit)

Governmental (State of TN or Political Subdivision) X
Joint Venture

Limited Liability Company

Other (Specify)

H T O E

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL

ATTACHMENTS.

-— A copy of the enabling legislation along with
a copy of the certification by the Tennessee
Secretary of State is attached at the end of
this-Application.

2

-- Please note that Erlanger Health System is a
single legal entity and Erlanger East
Hospital is an administrative unit of
Erlanger Health System.

5. Name of Management / Operating Entity (if applicable).

** Not Applicable. **

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL

ATTACHMENTS.
6. Legal Interest in the Site of the Institution
(Check One)
A. Ownership X
B. Option to Purchase
Cs Lease of Years
D. Option to Lease
E. Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLFE ITEM NUMBER ON ALL
ATTACHMENTS.

7. Type of Institution
(Check as appropriate — more than one
response may apply)

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 4 12/03/14 4:15 PM
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A. Hospital (Specify)
General Medical / Surgical

Ambulatory Surgical Treatment Center
(ASTC), Multi-Specialty

ASTC, Single Specialty

Home Health Agency

Hospice

Mental Health Hospital

Mental Health Residential Treatment
Facility

Mental Health Institutional Habilitation
Facility (ICF/MR)

Nursing Home

Outpatient Diagnostic Center

Recuperation Center

Rehabilitation Facility

Residential Hospice

Non-Residential Methadone Fa01llty

Birthing Center

Other Outpatient Facility (Specify)

Gy 1 OO o

T

:‘U_O.ZZL"PE'CH—!

LT T

Other (Specify)

1o

8. Purpose of Review
(Circle Letter(s) as appropriate — more than one

response may apply)

New Institution
Replacement/Existing Facility
Modification/Existing Facility
Initiation of Health Care Service
As Defined In TCA § 68-11-1607(4)
(Specify) Linear Accelerator

i

OgQwy

Discontinuance of OB Services

Fy Acquisition of Equipment

G. Change in Beds

[Please note the type of change by underlining

the appropriate response:
Increase, Decrease, Designation,
Distribution, Conversion, Relocation]

H. Change of Location X

I. Other (Specify)

=3

/|

}

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 5 12/03/14 4:15 PM
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9. Bed Complement Data
Please indicate current and proposed distribution

and certification of facility beds.

Licensed (%) CON Staffed Beds

TOTAL
Beds at

Beds Beds Beds Proposed Completion

Medical 12 44 ‘ 12 56

Surgical - 6 22 6 28

Long-Term Care Hospital

Obstetrical 25 25 25
ICU/CCU 4 4
Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric

Child / Adolescent Psychiatric

Rehabilitation

Nursing Facility (Non — Medicaid Certified)

Nursing Facility Level 1 (Medicaid only)

Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2
(dually certified Medicaid / Medicare )

ICF /MR

Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

Swing Beds

Mental Health Residential Treatment

Residential Hospice
TOTAL 43 70 43 113

(*) CON Beds approved but not yet in service.

Notes

(1) Erlanger East Hospital also holds a CON for the
transfer of up to 70 additional beds from Erlanger
Medical Center (no. CNO405-047AE). The expansion of
Erlanger East Hospital is in process.

(2) Erlanger East Hospital operates as a satellite facility
of Erlanger Medical Center under the Tennessee Dept. of
Health -~ License No. 000140,

10. Medicare Provider Number 044-0104

Certification Type General Medical/Surgical

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 6

56
28

25
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113
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1ll. Medicaid Provider Number 044-0104 (** See note.)

Certification Type General Medical/Surgical

** Please note that the same provider number for Medicare
has been shown for Medicaid as well. This is because
the individual TennCare MCO's each assign their own
particular provider ID numbers.

12. TIf this is a new facility, will certification be
sought for Medicare and / or Medicaid ?

Yes No

** Not Applicable - Erlanger East Hospital
currently participates in both the Medicare
and TennCare/Medicaid programs.

13. Identify all TennCare Managed Care Organizations /
Behavioral Health Organizations (MCO’s/BHO’s)
operating in the proposed service area. Will
this project involve the treatment of TennCare
participants ? Yes = If the response to this
item is yes, please identify all MCO’s/BHO’s with
which the applicant has constracted or plans to
contract.

Discuss any out-of-network relationships in place
with MCO’s/BHO’s in the area.

Response

With the initiation of the Health Care Exchanges
under the Affordable Care Act on January 1, 2014; Blue
Network E enrolled over 10,000 uninsured people and
Erlanger is the only provider in this network. Further, an
additional 7,000 people were enrolled in Blue Network S and
Erlanger is one of only two providers in this network.
Erlanger is the low cost and safety net provider in the
regional service area and participates in narrow networks
to facilitate needed care for those who would otherwise not

be able to receive it.

Erlanger currently has contracts with the
following entities.

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 7 12/03/14 4:15 PM
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A. TennCare Managed Care Organizations

—-— BlueCare
-— TennCare Select
-- AmeriGroup Community Care

B. Georgia Medicaid Managed Care Organizations

-- AmeriGroup Community Care
-— Peach State Health Plan
-— WellCare Of Georgia

Cs Commercial Managed Care Organizations

-- Blue Cross / Blue Shield of Tennessee
- Blue Network P
- Blue Network S
- Blue Network E
- Blue CoverTN
- Cover Kids
— AccessTN
- Blue Advantage
-— Blue Cross of Georgia (HMO & Indemnity)
-— Bluegrass Family Health, Inc.

(includes Signature Health Alliance)

—— CIGNA Healthcare of Tennessee, Inc.
(includes LocalPlus)

—— UNITED Healthcare of Tennessee, Inc.
(Commercial & Medicare Advantage)

—— Aetna Health

-- Health Value Management D/B/A Choice Care
Network (Commercial & Medicare Advantage)

—— HUMANA (Commercial & Medicare Advantage)

-— HUMANA Military

-— HealthSpring (Commercial & Medicare Advantage)

-— Windsor Health Plan (Medicare Advantage)

-—- Olympus Managed Health Care, Inc.

D. Alliances

—— Health One Alliance

E. Networks

—— Multi-Plan (includes Beech Street & PHCS)
-— MCS Patient Centered Healthcare
—— National Provider Network

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 8 12/03/14 4:15PM
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—— NovaNet (group health)

—- USA Managed Care Corp.

-- MedCost

-— Alliant Health Plan

-— Crescent Preferred Provider Organization
-—- Evolutions Healthcare System

-— Prime Health Resources

-— Three Rivers Provider Network

-—- Galaxy Health Network

~-— First Health Network

—-- Integrated Health Plan

-- Logicomp Business Solutions, Inc.
-—- HealthSCOPE Benefits, Inc.

—— HealthCHOICE (Oklahoma State & Education
Employees Group Insurance Board)

E. Other

—-— Alexian Brothers Community Services

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 9 12/03/14 4:15 PM
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Section B: PROJECT DESCRIPTION

Please answer all questions on 8 *” x 11” white paper,
clearly typed and spaced, identified correctly and in the
correct sequence. In answering, please type the question
and the response. All exhibits and tables must be attached
to the end of the application in correct sequence
identifying the question(s) to which they refer. If a
particular question does not apply to your project,
indicate “Not Applicable (NA)” after that question.

I. Provide a brief executive summary of the project not
to exceed two pages. Topics to be included in the
executive summary are a brief description of proposed
services and equipment, ownership structure, service
area, need, existing resources, project cost, fundlng,
financial fea51b111ty and staffing.

Response

Erlanger Medical Center, the region’s safety net
provider for adults and children, seeks approval to replace
one of its Linear Accelerators which is now 17 years old
and relocate it to Erlanger East Hospital. The relocated
Linear Accelerator will be part of a satellite cancer
center which already provides service at Erlanger East
Hospital. It should be noted that Erlanger East Hospital
operates, and is licensed as, a satellite hospital of
Erlanger Medical Center. With the implementation of this
project the Oncology Department at Erlanger East Hospital
will be a full service provider of care to both adults and
children. The departments and services at Erlanger East
Hospital maintain the same core competencies as services
which are offered at Erlanger Medical Center.

Proposed Services & Equipment
Erlanger Medical Center seeks to replace a 17 year old

Linear Accelerator and relocate it to Erlanger East
Hospital. The relocation of the Linear Accelerator
will be part of a satellite cancer center at Erlanger
East Hospital which includes an infusion center and
women’s breast center.

Ownership Structure
The ,Chattanooga-Hamilton County Hospital Authority is
a governmental unit of the State of Tennessee, created

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 11 12/03/14 4:15PM
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by a private act of the Tennessee General Assembly in
1976. The hospital authority does business under the
trade names of Erlanger Health System, Erlanger
Medical Center and Erlanger East Hospital, among
others. As a governmental unit, there are no “owners”
per se, other than the people and general public of
the State of Tennessee.

Service Area
The service area for this project is defined as

Hamilton County, Tennessee (Primary), and the nine (9)
counties in Tennessee which surround Hamilton County,
comprised of the Secondary Service Area .. Bradley,
Marion, Grundy, Sequatchie, Bledsoe, Rhea, Meigs,

McMinn and Polk.

Need
Erlanger Medical Center has a need to replace a

seventeen (17) year old Linear Accelerator and
relocate it to Erlanger East Hospital to foster ease
of patient access. The relocation is justified
because an analysis of patient origin for the
Radiation Oncology service at Erlanger Medical

Center shows that of the 482 patients served in 2013,
349 patients (i.e. 72.4%) originated from 10 counties
in Southeast Tennessee as well as some counties in
Northeast Alabama, Northwest Georgia and Southwest
North Carolina. Further, the analysis shows that 217
patients originated from points East of Chattanooga
and the remaining 265 patients originated from points
West of Chattanooga. The relocation of the Linear
Accelerator to Erlanger East Hospital will provide
better access to this service for those patients.

Existing Resources
In addition to the proposed relocation there are

currently 8 other linear accelerators in the service
area (Erlanger Medical Center-1, Memorial Hospital-3,
Parkridge Medical Center - 2, Cleveland Regional
Cancer Center—1, and Athens Regional Medical Center-
1). The relocation of this Linear Accelerator will
not change or increase the total inventory of Linear
Accelerators in the service area. Erlanger also has a

CyberKnife.

Project Cost
The project cost (per HSDA rules) is $ 10,532,560.

Erlanger East Hospital — Linear Accelerator
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Funding
The funding for this project will be provided from

operations of Erlanger Health System.

Financial Feasibility
The Projected Data Chart shows a positive financial
result in both years 1 and 2 for the project.

Staffing
Staffing for the satellite cancer center will be 1

Administrative Assistant, 1 Dosimetrist, 1 Simulator
Technologist, 2 Radiation Technologists, 1 Physicist
and 1 Staff Nurse — RN.

ITI. Provide a detailed narrative of the project by
addressing the following items as they relate to the

proposal.

A. Describe the construction, modification and / or
renovation to the facility (exclusive of major
medical equipment covered by T.C.A. section
68-11-1601 et seq.) including square footage,
major operational areas, room configuration, etc.
Applicants with hospital projects (construction
cost in excess of $§ 5 million) and other facility
pProjects (construction cost in excess of
$ 2 million) should complete the Square Footage
And Cost Per Square Foot Chart. Utilizing the
attached Chart, applicants with hospital projects
should complete Parts A.-E. by identifying as
applicable nursing units, ancillary areas, and
support areas affected by this project. Provide
the location of the unit/service within the
existing facility along with current square
footage, where, if any, the unit/service will
relocate temporarily during construction and
renovation, and then the location of the
unit/service with proposed square footage. The
total cost per square foot should provide a
breakout between new construction and renovation
cost per square foot. Other facility projects
need only complete Part B.-E. Please also
discuss and justify the cost per square foot for
this project.

Erlanger East Hospital — Linear Accelerator
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If the project involves none of the above
describe the development of the proposal.

Response

The Linear Accelerator will be located in space which
is to be newly constructed. Support areas will be located
on the ground floor of Erlanger East Hospital in renovated
space which is contiguous to the Linear Accelerator. The
space for the replacement Linear Accelerator requires a new
radiation vault and shielding to be installed. The total
area for the radiation therapy service will encompass 7,396
SF including both new construction and renovated space. No
nursing units or other departments will be affected by this

project.

B. Identify the number of beds increased, decreased,
converted, relocated, designated, and/or
distributed by this application. Describe the
reasons for change in bed allocations and
describe the impact the bed change will have on
the existing services.

Response

No acute care beds will be affected by this project.
Erlanger East Hospital also holds a CON for the transfer of
up to 70 additional beds from Erlanger Medical Center (no.
CNO405-047AE) . The expansion of Erlanger East Hospital has
occurred in phases and and is in process.

Square Footage & Cost Per Square Foot Chart

The Square Footage & Cost Per Square Foot Chart is
attached to this CON application.

C. As the applicant, describe your need to provide
the following healthcare services (if applicable
to this application):

la Adult Psychiatric Services N/A
2. Alcohol and Drug Treatment for
Adolescents (exceeding 28 days) N/A

Erlanger East Hospital — Linear Accelerator
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3 Birthing Center

4 Burn Units

5. Cardiac Catheterization Services

6. Child and Adolescent Psychiatric Services
7 Extracorporeal Lithotripsy

8. Home Health Services

9. Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-Term Care Services

13. Magnetic Resonance Imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit :

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Positron Emission Tomography

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

19. Radiation Therapy/Linear Accelerator #** See Below.

20. Rehabilitation Services
21. Swing Beds

Response

Erlanger Medical Center has a need to replace a
seventeen (17) year old Linear Accelerator and relocate it
to Erlanger East Hospital to foster patient access. The
relocation is justified because an analysis of the patient
origin for the Radiation Oncology service at Erlanger
Medical Center shows that of the 482 patients which we
served in 2013, 349 patients (i.e.-72.4%) originated from
10 counties in Southeast Tennessee as well as some counties
in Northeast Alabama, Northwest Georgia and Southwest North
Carolina. The analysis shows that 217 patients originated
from points East of Chattanooga and the remaining 265
patients originated from points West of Chattanooga. The
relocation of the Linear Accelerator to Erlanger East
Hospital will provide better access to this service for

those patients.

D. Describe the need to change location or replace
an existing facility.

Response

An analysis of the patient origin for the Radiation
Oncology service at Erlanger Medical Center shows that of
the 482 patients which we served in 2013, 349 patients
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(i.e.-72.4%) originated from 10 counties in Southeast
Tennessee as well as some counties in Northeast Alabama,
Northwest Georgia and Southwest North Carolina. The
analysis shows that 217 patients originated from points
East of Chattanooga and the remaining 265 patients
originated from points West of Chattanooga.

The Erlanger East Hospital campus is approximately 9.9
miles (i.e.-a 23 minute drive time) from Erlanger Medical
Center. As such, a need currently exists to place a Linear
Accelerator at Erlanger East Hospital so the patients in
the Eastern portion of the service area will have better
access to this treatment modality.

E. Describe the acquisition of any item of major
medical equipment (as defined by the Agency Rules
and the Statute) which exceeds a cost of § 2.0
million; and/or is a magnetic resonance imaging
(MRI) scanner, positron emission tomography (PET)
scanner, extracorporeal lithotripter and/or
linear accelerator by responding to the
following:

1. For fixed site major medical equipment (not
replacing existing equipment).

a. Describe the new equipment, including:
1. Total Cost (as defined by Agency Rule).
2. Expected useful life.
e List of clinical applications to
be provided.
4, Documentation of FDA approval.
Response

The unit to be acquired is a Varian TruBeam
with an estimated useful life of 7 years at a cost of $
3,065,941. A copy of the vendor quote and FDA letter
approving the unit for commercial use are attached to this

CON application.

b. Provide.current and proposed schedules
of operations.

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 16 12/03/14 4:15 PM



44

Response

The schedule of operation for the
replacement Linear Accelerator will be 8:00 am - 5:00 pm,

Monday - Friday.

2. For mobile major medical equipment:

a List all sites that will be served.

b. Provide current and proposed schedules
of operations.

C. Provide the lease or contract cost.

d. Provide the fair market value of the
equipment. ‘

e. List the owner for the equipment.

Response

** Not Applicable. **

3. Indicate applicant’s legal interest in
equipment (i.e.-purchase, lease, etc.).
In the case of equipment purchase include
a quote and/or proposal from an equipment
vendor, or in the case of equipment lease
provide a draft lease or contract that at
least includes the term of the lease and
the anticipated lease payments.

Response

Applicant will purchase the Varian TruBeam
unit. A copy of the quote from Varian is attached to this

CON application.

IIT. (A) Attach a copy of the plot plan of the site on an
8 " x 11” sheet of white paper which must

include:
1. Size of site (in acres).

-—- The Erlanger East Hospital campus is
located on approximately 26.8 acres.
A copy of the plot plan is attached

Erlanger East Hospital — Linear Accelerator
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to this CON application.
2. Location of structure on the site.

—— Please see the location of the
replacement Linear Accelerator on
the Erlanger East Hospital campus on
the schematic drawing attached to this
CON application.

3. Location of the proposed construction.

—-— 1755 Gunbarrel Road
Chattanooga, TN 37416

4. Names of streets, roads or highways that
cross or border the site.

—-—- Roads that border the site are Gunbarrel
Road and Crane Road.

Please note that the drawings do not need to
be drawn to scale. Plot plans are required

for all projects.

(B) 1. Describe the relationship of the site to
public transportation routes, if any, and to
any highway or major road developments in
the area. Describe the accessibility of the
proposed site to patients/clients.

Response

Erlanger East Hospital is easily accessible
to patients in Chattanocoga and Hamilton County as well as
the surrounding service area; from both primary and
secondary roads.' Additionally, the hospital can be easily
accessed via public transportation. Proximal state and
interstate highways provide easy access from Tennessee,
Georgia, Alabama and North Carolina.

The distance from Erlanger East Hospital to
Hamilton Place Mall is 8/10 of a mile, as evidenced by the
map below. Hamilton Place Mall, a regional shopping center
in Chattanooga, is the largest mall in the State of
Tennessee. Because of this, public transportation is
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easily accessible to Gunbarrel Road. Further, Interstate
75 is a major highway and is also within 8/10 of a mile.

s, ¢
T )

2 ] [y
@3." ‘_-“.'] i
i v gL

IV. Attach a floor plan drawing which includes legible
labeling of patient care rooms (noting private or
semi-private), ancillary areas, equipment areas, etc.,
on an 8 %¥” x 11” sheet of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings
should be submitted and need not be drawn to

scale.

Response

A copy of the floor plan is attached to this CON

application.
V. For a Home Health Agency or Hospice, identify: o
A, Existing service area by County.
B. Proposed service area by County.
C. A parent or primary service provider.
Dy Existing branches.
E. Proposed branches.
Response

** Not applicable. **
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Section C

GENERAL CRITERIA FOR CERTIFICATE OF NEED
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Section C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-
1609(b), “no Certificate of Need shall be granted unless
the action proposed is necessary to provide needed health
care in the area to be served, can be economically
accomplished and maintained, and will contribute to the
orderly development of health care.” The three (3)
criteria are further defined in Agency Rule 0720-4-.01.
Further standards for guidance are provided in the state
health plan (Guidelines For Growth), developed pursuant to
Tennessee Code Annotated § 68-11-1625.

The following questions are listed according to the three
{3} criteria: (1) Need, (2) Economic Feasibility, and (3)
Contribution to the Orderly Development of Healthcare.
Please respond to each question and provide underlying
assumptions, data sources, and methodologies when
appropriate. Please type each question and its response on
8 3" x 11” white paper. All exhibits and tables must be
attached to the end of the application in correct sequence
identifying the questions to which they refer. If a
question does not apply to your project, indicate “Not
Applicable (NA)”.

PRINCIPLES OF TENNESSEE STATE HEALTH PLAN

[ From 2011 Update, Pages 5-13 ]

1. Healthy Lives: The purpose of the State Health
Plan is to improve the health of Tennesseans.

Response

Erlanger East Hospital (“EEH”) is a satellite facility
of Erlanger Medical Center (“EMC”), the safety net hospital
for southeast Tennessee; though the hospital also serves
northwest Georgia, northeast Alabama and southwest North
Carolina due to it’s location and the scope and range of
services provided. It is often the only health system
which low-income people, minorities, and other underserved
populations can turn to for treatment. In order to assure
the continued viability of its mission as a safety net
hospital, Erlanger continually strives to provide services
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that are the most medically appropriate, least intensive,
and provided in the most cost-effective health care

setting.

As the safety net provider, a large underserved
population depends on Erlanger to provide needed services.
While it is difficult to predict the outcome of health
reform initiatives, many Tennesseans previously without
health insurance can be expected to elect sérvices which
may have otherwise been postponed. Growth in the elderly
and general population can be expected to increase demand
for oncology services. Surveys of the Chattanooga region
have shown that some 70% or more of area physicians and
surgeons received their training at Erlanger via its
affiliation with the UT College of Medicine which is
located on campus. Based on current residency and
fellowship programs, it can be expected that this trend
will continue with many physicians opting to remain in
Tennessee, at Erlanger.

The proposed modifications to EEH’s physical plant and
Oncology services are consistent with the State Health Plan
because they seek to ensure patient access to appropriate
facilities for Tennesseans in particular. Erlanger is the
safety net for underserved residents in southeast
Tennessee, including the only Children’s Hospital within
100 miles of Chattanooga, Tennessee. Providing enhanced
access for those in need of chronic care regardless of the
patients’ ability to pay has been demonstrated to improve
the health status of those served.

The Chattanocoga region, particularly Enterprise South
Industrial Park, located less than 10 minutes away from
Erlanger East Hospital has proven attractive to business
development due to the relatively low cost of labor, cost
of living and absence of personal income tax. Also,
Chattanooga has been recognized as one of the tenth lowest
cost markets from a health care insurance perspective since
the roll out of the Affordable Care Act and the insurance

exchange marketplace.

Volkswagen recently announced that it will invest $600
million in its Chattanooga manufacturing plant, adding a
second automobile line to its production facility. 1In
doing so, Volkswagen expects to employ an additional 2,000
employees, with the goal to have the second production line
up and running in 2016. Erlanger has a primary care site
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on the Volkswagen campus that serves employeegjand their
families as well as others in the community. :Volkswagen
also has preferred employer status with Erlanger, whereby
employees receive a discount when services are provided.
With this expansion, parts, paint and other suppliers
involved with the manufacturing are also expected to add
employees. Volkswagen has released an additional 300 acres
of property to house as many as twenty additional supply
companies, increasing site employment to 7,500.

Plastic Omnium Auto Exteriors, LLC, a tier one
supplier for Volkswagen, also recently announced that it
will make a, $65 million investment in Chattanooga, creating
nearly 200 new positions at opening, with a target of 300
positions within three years. The company has' purchased 27
acres in the industrial park where VW is located.

NV Michel Van De Wielke, one of the largest
manufacturers of textile machines in the world indicated it
would relocate to Chattanooga from Dalton, GA, to be closer
to marketplace competitors and challenge rivals for market
share. The plant will employ 35. Chattanooga is the
birthplace of tufting with a long tradition in the flooring
industry and many manufacturers are still in the region.
The company will also relocate its headquarters from
Charlotte, NC, to Chattanooga.

On the health front, area hospitals have also invested
in plant improvements and technology. Memorial Hospital
has just completed a renovation and expansion project of
approximately $ 300 million. Parkridge Health System, an
affiliate of HCA Healthcare, acquired another hospital in
the region (Grandview Hospital) and recently completed
relocation/expansion of its psychiatric facility with
approximately § 8 million invested. Skyridge Medical
Center, in Bradley County is owned by Community Health
System, consolidated two facilities and invested
approximately $ 45 million in upgrades.

A large portion of the employees and families of the
companies located in Enterprise South Industrial Park will
be close to, and served by, Erlanger East Hospital.

Investment in the region is expected to continue
across all industries for the foreseeable future. The
Chattanooga Area Chamber of Commerce expects to meet its
goal of adding more than 15,000 jobs by the end of 2015.
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2. Access To Care: Every citizen should have reasonable
access to care.

Response

Erlanger is designated by TennCare as the safety net
hospital, for underserved residents in southeast Tennessee.
Erlanger’s TennCare / Medicaid utilization and
uncompensated care cost for the last three (3) fiscal years

are presented below. ‘

TennCare / Medicaid Uncompensated

Utilization % Care Cost
FY 2012 29.1 % $ 85.5 M
FY 2013 28.1 % $ 85.1 M
FY 2014 29.4 % $ 86.2 M

Notes
(3) TennCare / Medicaid utilization percentages are based

on gross I/P charges derived from applicant’s
internal records.

(4) Uncompensated care cost estimates were derived from
applicant’s internal records as reported in the notes
to the annual audited financial statements.

(5) Erlanger’s fiscal year begins on July 1 of each year
and ends on June 30 of the following year. For
example, FY 2014 began on July 1, 2013, and ended on

June 30, 2014.

Under the federal Medicare program, an urban hospital
with more than 100 beds needs to serve only 15% of low-
income patients in order to qualify as a “disproportionate
share hospital”. Erlanger clearly shoulders significantly
more than its proportionate share of the care rendered to
this patient population. The State Health Plan favors
initiatives, like the project proposed herein, which help
to foster access to the underserved.

Erlanger Medical Center has the only Level I trauma
center, the only life-flight helicopter service, and the
only children’s hospital in the region. Erlanger is also
the only provider in its service area of Level III neonatal
care and perinatal services. Erlanger Health System is
committed to maintaining its mission of providing
healthcare services to all citizen’s regardless of ability
to pay. Such services include inpatient care, obstetrics,
surgical services and emergency care.
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Erlanger Health System also operates several other
hospitals in Southeast Tennessee, of which Erlanger East
Hospital is a component facility, as well as a network of
physician offices and Federally Qualified Health Centers
(hereinafter “FQHC”) with three (3) locations, so that
patients may easily access needed services while also
facilitating easy access to the broader healthcare delivery

system.

3. Economic Efficiencies: The State’s health care
resources should be developed to address the needs of
Tennesseans while encouraging competitive markets,
economic efficiencies, and the continued development
of the state’s health care system.

Response

Historically, EMC has been very cost efficient within
the context of the overall healthcare delivery system. The
inpatient net revenue per admission for local competitors
in Chattanooga, Tennessee, is as follows.

Avg. Net Revenue

Hospital Per I/P Admission
Erlanger Medical Center $ 10,579
Memorial Hospital $ 10,968
Parkridge Medical Center $ 15,503
Erlanger East Hospital $ 5,271
Memorial Hospital - Hixson $ 6,556
Parkridge East Hospital $ 5,525
Notes
(1) Information derived from Tennessee Joint Annual Reports
for CY 2013.

To evidence this, with the initiation of the Health
Care Exchanges on January 1, 2014; Blue Network E enrolled
over 10,000 uninsured and Erlanger is the only provider in
this network. Further, an additional 7,000 people were
enrolled in Blue Network S and Erlanger is one of only two
providers in this network as well. It is anticipated that
these additional networks will generate sufficient volume

to keep Erlanger cost efficient.

While offering more complex services and capabilities,
Erlanger has net revenue per inpatient admission lower than
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other large area hospitals. Erlanger Medical Center 1is
economically efficient, while incurring higher costs by
offering more complex services including the only Level I
trauma center, the only life-flight helicopter service, the
only children’s hospital, and the only Level III neonatal
care in southeast Tennessee.

4. Quality Of Care: Every citizen should have confidence
that the quality of health care is continually
monitored and standards are adhered to by health care

providers.

Response

Erlanger Medical Center, which is accredited by The
Joint Commission, participates in periodic submission of
quality related data to the Centers For Medicare & Medicaid
Services through its Hospital Compare program. Erlanger
East Hospital is also accredited by The Joint Commission.
Further, EMC and EEH has an internal program of Medical
Quality Improvement Committees which continually monitor
healthcare services to assure patients of the quality of
care provided. The quality improvement program includes
Erlanger East Hospital. Patients served at Erlanger East
Hospital will have to the same high quality care available
at Erlanger Medical Center.

5. Health Care Workforce: The state should support the
development, recruitment, and retention of a
sufficient and quality health care workforce.

Response

Erlanger Health System has established strong long
term relationships with the region’s colleges, universities
and clinical programs. Erlanger provides clinical sites
for internships and rotation programs in nursing,
radiology, respiratory care and pharmacy, to name a few. A
number of regional universities offer Bachelor degree
programs in nursing and physical therapy. Locally, two
year degrees are available in many clinical allied health
areas with additional programs offering advanced technical
training in Radiological Imaging such as Nuclear Medicine

and Diagnostic Ultrasonography.
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The University of Tennessee — College of Medicine is
co-located at Erlanger and includes training of senior
medical students on clinical rotation as well as graduate
medical education for training of residents and advanced
fellowships in various medical specialties, including
surgical specialties, as outlined below.

Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plastic Surgery
Surgery
Urology (beginning 2015)
Transitional Year

Fellowship Programs
Geriatrics
Hospice & Palliative Care
Orthopedic Surgery - Traumatology
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery
Emergency Medicine
Minimally Invasive Gynecologic Surgery
Neuro-Interventional Surgery
Ultrasound
Cardiology (under development)
Gastroenterology (under development)

Erlanger Health System participates with numerous
schools that provide advanced training in the areas of
nursing and allied health.

[ End Of Responses To Principles Of Tennessee State Health Plan - 2011
Update, pages 5 - 13 ]

GENERAL QUESTIONS CONCERNING NEED, ECONOMIC FEASIBILITY
& CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE
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(I.) NEED
1. Describe the relationship of this proposal toward the

implementation of the State Health Plan, Teneessee'’s
Health: Guidelines For Growth.

(a) Please provide a response to each criterion and
standard in Certificate Of Need Categories that
are applicable to the proposed project. Do not
provide responses to General Criteria and
Standards (pages 6-9) here.

Response

This project is consistent with the Principles Of
The Tennessee State Health Plan as stated in the 2011
update (“Principles”). Applicant has addressed each of the

Principles.

(b) Applications that include a Change of Site for a
health care institution, provide a response to
General Criterion and Standards (4) (a-c).

Response

** Not applicable. **

2. Describe the relationship of this proposal to the
applicant facility’s long range development plans,
if any.

Response

Erlanger Health System currently holds a CON for
expansion of the Erlanger East Hospital campus (No. CN0405-
047AE); a CON to modernize and upgrade the surgical
facilities at Erlanger Medical Center (No. CN1207-034R);
and a CON for a new PET/CT unit at Erlanger Medical Center
(No. CN1307-027A).

As part of the long range development plan for
Erlanger East Hospital, the HSDA approved an extension of
the CON (CN0O405-047AE) on September 24, 2014, for the
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transfer of up to 70 additional beds from Erlanger Medical
Center. The expansion of Erlanger East Hospital is in

process.

The goal for Erlanger Health System is to provide a
comprehensive system of care comprised of unduplicated
services while also serving those who are currently under
served and/or those who do not have the ability to pay for
their services. The relocation of the Linear Accelerator
to Erlanger East Hospital is part of our long term plan to
make services more accessible.

3. Identify the proposed service areékégg justify the
reasonableness of that proposed area. Submit a county
level map including the State of Tennessee clearly
marked to reflect the service area. Please submit
maps on 8 %” x 11” sheets of white paper marked only
with ink detectable by a standard photocopier (i.e-no
highlighters, pencils, etc.).

Response

The service area for the relocation of the Linear
Accelerator unit is as follows,

Primary Service Area

Hamilton County, Tennessee

Secondary Service Area

Bradley County, Tennessee
Marion County, Tennessee
Grundy County, Tennessee
Sequatchie County, Tennessee
Bledsoe County, Tennessee
McMinn County, Tennessee
Rhea County, Tennessee

Meigs County, Tennessee

Polk County, Tennessee

The service area is reasonable considering that
Erlanger currently serves as the largest primary and
tertiary based provider in Southeast Tennessee. Erlanger
Health System makes available to the outlying communities
services that otherwise would not be available. It should

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 29 12/03/14 4:15 PM



57

be noted that Erlianger attracts patients from a much wider
geography including Alabama, Georgia and North Carolina.

The service area is reasonable because 48.8 % of the
inpatient volume comes from Hamilton County, Tennessee, and
23.3 % of the inpatient volume comes from the 9 county
secondary service area, as illustrated below. The precise
origin of patients within the service area is detailed as
follows for both Erlanger Health System as well as the
regional service area.

;' i _ EHS -- Radiation Oncology Serwce Areai ]
' In- Pat|ent Orlgm & Market Share - CY 2013 |

DRI 4 I T 1 |

) | Total | Total | Total | | %EHS %Svc Area"

| Erlanger | All Other | Svc. Area | | Pt. Origin | Pt. Orlgm
[ | _ _| | |
.ﬂa_m_"!_‘?ﬂ(ﬂ"ty’ ]‘N . 13 978 '_ 22 980 | 36958 | | 48 8% 1 59 1% |
_Bradlthgc_)ynty, N s 1 873 _;_ 2 922 | AT795 ___|‘ 6.5% _ __i 7.6% ;
Marion County, TN _””_[_ 821 RN 2532 | | 29% | @Q%__i
Grundy County, TN 26_3 _1 975 2238 J_ - 0.9% | 3_@% }
Sequatchle_gggr_\t_y,__'_l'_lﬂ_ 1,043 l_ 1, 639 | 2682 | _}_ B _6% 1 4.3% |
Bledsoe County, TN | 520 JI 631 o41st | 18% | ; 1 8%
i e P 4148 | 2,830 | 3978 | | 40% | 64%
Meigs County, TN. | 245 | 1257 | 1502 | | 098% | 24% |
Mchnn County, TN | 398 | 4826 _”__5,224 |_ 14% | 8.4% |
Polk County, TN 38 | 1,107 | 1492 | | 13% | 24% |
i | o e ;“ ! |

_Total-Region | 20674 | 41,878 | 62552 | | 721% | 100.0% |
— e A 1 1 ]
Outside Senice Area | 7,994 | L } | 27.9% ; f

| | {1 {

s e | S il |
Tc_)@/ -_E_HS |_ 28,661__ I R 100 0% | ]

Notes

(1) Facility volume information is derived from the THA Health
Information Network market share database for calendar
year 2013, which does not include Hutcheson Medical
Center in Georgia and Skyridge Medical Center in Cleveland,

Tennessee.

The service area for the radiation oncology service at
Erlanger East Hospital will serve patients from the entire
service area, however, it is expected that the patients
most likely to receive service at Erlanger Fast Hospital
will originate from the area to the East of Chattanooga,

Tennessee.
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|EHS -- Radiation Oncology Service

East Of

28

80

- _; _”PaﬁentOﬁgh1-2913
— — ! Totai | -%-IE"HS:"” —
| Erlanger | Pt. Origin |
J g0 Ll Tdin
|Hamilton County, TN | 231 | 47.9%
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Sequatchie County, TN | 18 3.7%
Bledsoe County, N~ | 7 | 15% |
RheaCounty, IN | 26 | 54%
Meigs County, N | 5 | 10%
McMinn County, TN } 5 | 1 0% |
PolkCounty, N | 7 | 15%
~ Other R 133 | 27.7% |
il BA ——CAL
_ Total-EHS | 482 | 100.0% | |

| |
'Chaﬁanoogae_
Ll
1

e

" %Of

Toml

447%

12. 9%
0.0%
- 0.0%

0.0% |

0.0%

~0.0%

0.0%

S 2.3%
3:2% .

_36.9%

T00.0%

|

A map showing the primary and secondary service areas
is attached to this CON application.

served by this proposal.

Describe the demographics of the population to be

The service area of the applicant is defined

4 A.

Response
above.
trends.

TN
TN

Hamilton County,
Bradley County,
Marion County, TN
Grundy County, TN
Sequatchie County,
Bledsoe County, TN
Rhea County, TN
Meigs County, TN
McMinn County, TN
Polk County, TN

TN

Erlanger East Hospital — Linear Accelerator
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2014 2019
Est. Pop. Est. Pop
345,586 357,660
102,186 106,429
28,373 28,562
13,499 13,241
14,973 16,104
12,998 13,162
32,773 34,049
12,018 12,365
53,187 54,412
17,080 17,427
632,673 653,411

Following is a discussion of certain population

2013 Service Area
Patient Origin

u

NONGOH & WA JW
= a8 s & e & a4 & =
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Notes
(1) 2014 and 2019 population figures based on original data

from Claritas and projected forward by EHS.
(2) 2013 service area patient origin figures were derived
from the THA Health Information Network.

The proposed relocation of the Linear Accelerator
fills an essential gap in diagnostic and treatment
capability for Oncology patients. There is not currently a
Linear Accelerator located in East Hamilton County.
Memorial Hospital -~ Ooltewah holds a CON to relocate a unit
(no. CN1202-004) but that has not yet been implemented.
Placement of a Linear Accelerator in this geography will
serve to provide better access to needed care for those who
may not receive service otherwise.

The elderly and women are prime candidates for
service. It is estimated that the population age 65 and
over in the 10 county service area will increase from
117,435 in 2014 to 137,384 in 2019. This is an increase of
17.0%. Thus, the project envisioned by the instant
application is intended to be of direct benefit to the

senior population.

Women of child bearing age (i.e.-age 15-44) will
comprise 37.6 % of the population. Further, 18.8 % of the
population will be minority (i.e.-Black, Hispanic, Asian,
etc.). Erlanger is committed to serving the population
within the service area, as well as minorities and other
underserved populations. For this reason, Erlanger will
continue to offer services which may not otherwise be

available.

Growth in the service area could exceed forecasts
given the attractiveness of southeast Tennessee to large
employers such as VW, Amazon and Wacker Chemical, which
have already located in the area.

Further, a summary of other demographic
information appears below which outlines TennCare
enrollment and population below the Federal poverty level
by county within the service area compared to the State of

Tennessee.

Erlanger East Hospital — Linear Accelerator
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|
- i Bledsoe | Bradley | Grundy | aHamllton. Marion | | ]
| | |
Total Pop. - 2014 12,641 | 103,308 | 13,355 | 347,451 | 28,566 | | J
Total Pop. - - 12,599 | 107,481 | 13208 | 353,577 | 28982 | | | | ‘
Total Pop. - % Change _ | 03% | 40% | 05% | 1 8%" 5% | | [
[Median Age 4@ | 38 3 | 38 | 42 || | ]
Median Household income _ 1'$31,888 | $40,614 | $26,644 | $46,544 | $39817 | | | ]
TennCare Enrollees 2890_ | 18850 | 4443 | 57,298 | 6198 | | | i
TennCare Enrollees As % Of Total Egp 22.9% | 18. 2% :_33.3% 16.5% | 2_1 7% 1 |
Persons Below Powerty Levl | 2920 | 18369 | 3873 | 56287 | 5483 | | | |
Persons Below Poverty Level As % Of Total Pop. | 23.1% | 17.8% 29.0% | 162% | 192% | | | |
|
E—— i - NS
| McMin M( Rhea Sequatchie
- _ R et DK HrémEE%
Total Pop. - 2014 _ - | 52,233 | 12,205 | 16,604 | 33,392 | 15019 | 6,588,698
Total Pop. - 2018 | 54,203 | 12,643 | 16,588 | 34,790 | 16,004 6,833,509
Total Pop. - % Change 8% | 36% | 01% | 42% | 66% 37%
Median Age = - | s | 38 | 41 | 38 37 38
Median Household Income $38 944 | $33,492 $37,235 $36 470 $33 181 $44,140
TennCare Enrollees ] '! 10,660 | 2,700 | 3520 | 8,090 | 3,574 | 241,028
TennCare Enrollees As % Of Total Pop. | 204% { 221% | 21.3% | 24.2% | 23.8% 18.8%
Persons Below Powerty Level , 9,663 | 2,844 2,955 7.480 2,899 | 131 142 : ,139,845|
[Persons Below Poverty Level As % Of Total Pop. | 18.5% | 23.3% | 17.8% | 224% | 19.3% | | 207% | | 17.3% |

The special needs of the service area population,

including health disparities, the accessibility
to consumers, particularly the elderly, women,
racial and ethnic minorities, and low-income

groups.

Document how the business plans of the

facility will take into consideration the special
needs of the service area population.

Response

As a member facility of Erlanger Health Systemn,
Erlanger East Hospital is a component of the safety net for

southeast Tennessee.
income people,

minorities,

Often the only hospital which low-
and other underserved
populations can turn to for treatment is Erlanger.

In

order to assure the continued viability of its mission as
the safety net provider, Erlanger Health System continually
strives to provide services that are medically appropriate,

least intensive

(restrictive),

cost-effective health care setting.

and provided in the most

Erlanger East Hospital is accessible to patients
in Chattanooga and Hamilton County from both primary and

secondary roads.

accessed via public transportation.

Additionally, the hospital can be easily
Further,

proximal

state and interstate highways provide easy access from

Tennessee,

Erlanger East Hospital — Linear Accelerator
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Georgia and Alabama.
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'Er.fanger o _ é‘ﬂanger
Medical Ctr East Hosp

Erlanger has also been responsive to the needs of
employees and families of new businesses like VW, Amazon
and Wacker Chemical which have generated thousands of new
jobs in the area. The proposed project will help ensure
that the service area population have access to services
and facilities consistent with their needs and evolving

industry standards.

It is estimated that the population age 65 and
over in the 10 county service area will increase from
117,435 in 2014 to 137,384 in 2019. This is an increase of
17.0%. Thus, the project envisioned by the instant
application is intended to be of direct benefit to the

senior population.

Women of child bearing age (i.e.-age 15-44) will
comprise 37.6 % of the population. Further, 18.8 % of the
population will be minority (i.e.-Black, Hispanic, Asian,

etc.). Erlanger is committed to serving the population
within the service area, as well as minorities and other
under served populations. For this reason, Erlanger will

continue to offer services which may not otherwise be
available.

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 34
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2

institutions in the service area.
and/or occupancy trends for each of the most recent
three years of data available for this type of

project.

utlilization and/or occupancy individually.

Describe the existing or certified services, including

approved but unimplemented CON’s, of similar

Include utilization

Be certain to list each institution and its

Inpatient

bed projects must include the following data:
admissions or discharges, patient days, and occupancy.
Other projects should use the most appropriate

cases, procedures, visits, admissions,

measures,
etec.

Response

e.g.,

Memorial Hospital - Ooltewah has an approved but
unimplemented CON to relocate a Linear Accelerator from

Memorial Hospital

(No.

CN1202-

004A) .

Utilization data for the three

hospitals in Chattanooga,

Tennessee,

(3)

acute care

is presented below.

|f"‘“' Primary Acule Cate Hospilals ~ Challanooga, Tennessee | | i B
S General Utilization Trends 0 |
[ i I N S IS SN
I 2011 | |===== 2012 ' 2013 ===
_ __ | Ertanger [ Memorial | Parkridge | | Erlanger [ Memorial |Parkridge| | Erlanger [Memorial |Parkridge
Med Ctr | Hospital | MedCtr | | MedCtr | Hospltal | Med Ctr | | MedCtr | Hospltal | Med Ctr_
i o [ | | L
|General Acute Care - Admissions 26,343 | 20,963 | ?EZ?_,,!__..J, 27,238 | 21395 | 8270 | 27579 I 20,580 | §_,_ﬁ_5_
Inpatient Pt. Days - Acute Care | 131,630 | 99,911 | 39539 | | 133,260 | 99485 | 40,134 | | 130947 | 95924 | 39,074
General Acute Care -ALOS J.| 489 | 465 4.85 1475 | 486 |
EDVisits || 91,254 | | 92413 | 46213 | 33,
Total Surgical Patients | | 31492 | 35490 | 19,205 |
_ || 31492 | Al 490 | 19,205 | _
:OB Delieries _2679 | | f2.02 | 0 | 0 |
NOTES

(1)
Reports.

This information is derived from Tennessee

Joint Annual

Utilization data for radiation oncology service
providers located in the service area is presented below.

Erlanger East Hospital — Linear Accelerator
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|___________T: [ EHS Ana.fys.‘s of Llnea_rﬂ_cc_elerator Utilization In _Spu_tlﬂs{_le_rﬂe_ssee B S
I | ;
‘ ' _ _ _ | | No.of Total | Avg. Proc’s
L M . Type | Facility Name a4 Year_ Lln Acs ] Treatments Per Unlt !
N ' _ _ | _
! Hamilton l 'HOSP  |Erlanger Medical Center | 2011 2.0 8,837 ! 4,419
| “Hamilton | HOSP__|Memorial Hospital ) | 2011 3.0 19,187 | 6,39
| Hamilton | HOSP |Parkridge Medical Center - o ‘ _2011 20 i §§2_ _'_ 1,836
| Bradley | RAD Q@arﬂRegﬂna!}@cerCenter _20__1_1 | 10 | 5327 | 5327
McMinn [ ASTC  |Athens Regional Cancer Center | 2011 | 1.0 3 035 | 3,035 |
) L ..'_ R _ S R ——
| - - - - Total >>>>> { 9.0 | 40,088 | 4,451
10T - | - - i ' |
ARG Vi [ L S
| Hamilton | H(_)SP |Erlanger Medical Center _ 20_1?_ 2.0 9,516 4,758
| Hamilton | HOSP -Memong[ Hcis_pgal_ |__ 2012 30 | 14914 | 4971
Hamiton | HOSP__ |Parkridge Medical Center {2002 1 TT20 T 420 |TT2,080
Bradley | RAD Cleweland Regional Cancer Center_ 2012 1.0 5018 | 5018
McMinn | ASTC |Athens Regional Cancer Center 2012 1.0 277 2,717
- T Total >>>>>
“Hamilton | HOSP_ |Erlanger Medical Center [ 2013 | 2
Hamilton | HOSP |Memorial Hospital - 2013
Hamilton HOSP |Parkridge Medical Center ) 2013
_Bradley | RAD |Cleweland | Reglonar Cancer Cente_r 2013
McMinn ASTC |Athens Regnona! ‘Cancer Center 2013
e Total ]
NOTES

(1) This information is derived from the Tennessee Health
Services Agency - Major Medical Equipment Registry.

The proposed project does not add a new Linear
Accelrator to the service area. Erlanger simply seeks to
relocate an existing unit. As such, the need criterion
pertaining to Megavoltage Radiation units are not
applicable. The reason for HSDA review is due to the new
site for the Linear Accelerator. Please see other CON
applications in Tennessee where other satellite cancer
centers were reviewed with relocation of a Linear

Accelerator.

CN1202-004

Memorial Hospital - Ooltewah
CN1408-036

Sumner Regional Medical Center

A satellite cancer center at Erlanger East Hospital
complements the radiation oncology program at Erlanger
Medical Center as it will deploy one of Erlanger’s core
competencies as well as foster patient access.

Provide applicable utilization and/or occupancy
statistics for your institution for each of the past
three (3) years and the projected annual utilization

6.

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 36
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for each of the two (2) years following completion of
the project. Additionally, provide the details
regarding the methodology used to project utilization.
The methodology must include detailed calculations or
documentation from referral sources, and
identification of all assumptions.

Response

Utilization data for Erlanger East Hospital is

presented below.

NOTES
(1) This information is derived from the internal records of

Erlanger Health System.

(2) The trends outlined are based on historical trends. Upon
completion of the expansion project at Erlanger East
Hospital (no. CN0407-047), utilization will be higher.

The projected utilization is based upon a use rate

average calculation for the three (3) year period of 2012,

2013

and 2014. Expected growth could exceed this forecast

based on hospital referral patterns, health reform
initiatives and/or advances in clinical care. Further, the
expansion project for Erlanger East Hospital will result in
additional growth when that project is completed.

(II.) ECONOMIC FEASIBILITY

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 37

Provide the cost of the project by completing the
Project Costs Chart on the following page. Justify
the cost of the project.

- All projects should have a project cost of at least
$ 3,000 on Line F (minimum CON filing fee). CON

S —— ] ..l |[Erlanger East hospital | J ] -
|| GeneralUtilization Trends B IR I
| o ] | | .===========_P.rdqjg(.;te.d uti]ization ]

-‘ ! l .l

|General Acute Care - Admissions 2840 | 2709 | 2640 | 2,770 2791 | 2811 | 2832 | 2853 |
Inpatient Pt. Days - Acute Care | 6406 | 6,161 | 5690 | | 6185 | 6231 | 6277 | 6323 | 6370 |
General Acute Care-ALOS | 226 | 227 | 216 | | 223 | 223 | 223 | 223 | 223 |
EDVisits . ... 1o [ 8100 | 22008 | | 24748 | 25367 | 26,001 | 26851 | 27317
Total Surgical Patients | 3182 | 3183 | 3262 | | 3188 3,212 3,236 3260 | 3284 |
OBDefiveres | 2619 | 2553 | 2508 | | 25% | 2611 | 2631 | 2650 | 2669 |
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filing fee should be calculated from Line D. (See
application instructions for filing fee.)

- The cost of any lease should be based on fair market
value or the total amount of lease payments over the
initial term of the lease, whichever is greater.

- The cost of fixed and moveable equipment includes,
but is not necessarily limited to, maintenance
agreements covering the expected useful life of the
equipment; federal, state and local taxes and other
government assessments; and installation charges,
excluding capital expenditures for physical plant
renovation or in-wall shielding, which should be
included under construction costs or incorporated in
a facility lease.

- For projects that include new construction,
modification, and/or renovation; documentation must
be provided from a contractor and/or architect that
support the estimated construction costs.

Response

The Project Cost Chart has been completed on the next
page.

Erlanger East Hospital — Linear Accelerator
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SUPPLEMENTAL #1
66 December 18, 2014 A—5
10:15 am

PROJECT COST CHART

Construction And Equipment Acquired By Purchase.

1. Architecural And Engineering Fees 181,542
2. Legal, Administrative, Consultant Fees 0
(Excluding CON Filing Fees)
3. Acquisition Of Site 0
4. Preparation Of Site 0
5. Construction Costs 3,265,900
6. Contingency Fund 525,822
7. Fixed Equipment (Not Included In Construction Contract) 5,215,270
8. Moveable Equipment (List all equipment over $ 50,000) 135,823
9. Other (Specify) _Technical, Signage, Environmental, ete. 1,184,560
Acquisifion By Gift, Donation, Or Lease.
1. Facility (inclusive of building and land) 0
2. Building Only 0
3. Land Only 0
4. Equipment (Specify) 0
5. Other (Specify) 0
Financing Costs And Fees.
1. Interim Financing 0
2. Underwriting Costs 0
3. Reserve For One Year's Debt Service 0
4. Other (Specify) 0
Estimated Project Cost (A+B+C) 10,508,917
CON Filing Fee 23,645
10,532,562

Total Estimated Project Cost (D+E)
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2. Identify the funding sources for this project:

a. Please check the applicable item(s) below and
briefly summarize how the project will be financed.
(Documentation for the type of funding MUST be
inserted at the end of the application, in the
correct alpha/numeric order and identified as
Attachment C, Economic Feasibility-2.)

A. Commercial Loan —- Letter from lending
institution or guarantor stating favorable
initial contact, proposed loan amount, expected
interest rates, anticipated term of the loan,
and any restrictions or conditions.

B. Tax — Exempt Bonds —-- Copy of preliminary
resolution or a letter from the issuing authority
stating favorable initial contact and a
conditional agreement from an underwriter or
investment banker to proceed with the issuance.

Cs General obligation bonds -- Copy of resolution
from issuing authority or minutes from the

appropriate meeting.

D. Grants —-- Notification of intent form for grant
application or notice of grant award.

E. Cash Reserves - Appropriate documentation from
Chief Financial Officer.

X F. Other - Identify and document funding from all
other sources. .

Response

The project will be funded by continuing operations of
Erlanger Health System. The CFO letter is attached to this

CON application.

3. Discuss and document the reasonableness of the
proposed project costs. If applicable, compare the
cost per square foot of construction to similar
pProjects recently approved by the Health Services And

Development Agency.

~
\

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 40 12/03/14 4:15PM



68

Response

An analysis of the cost per square foot with similar
projects in Tennessee is below.

Cost Per

Facility CON Number Square Foot
Sumner Regional Medical Center CN1408-036 $ 330.50
Vanderbilt-Maury Radiation Oncology CN1012-053 $ 422.58

The cost estimate for the Linear Accelerator unit has
been certified by Mr. Chuck Arnold, Architect / Planner for
Erlanger via letter dated November 25, 2014 (copy
attached).

The cost per SF for the Linear Accelerator project at
Erlanger East Hospital is $ 441.57. This cost is
reasonable when compared to the projects above,
particularly when considered in relation to time and

location.

4. Complete Historical and Projected Data Charts on the
following two pages — Do not modify the Charts
provided or submit Chart substitutions ! Historical

Data Chart represents revenue and expense information
for the last three (3) years for which complete
information is available for the institution.
Projected Data Chart requests information for the two
(2) years following the completion of this proposal.
Projected Data Chart should reflect revenue and
expense projections for the Proposal Only (i.e.-if the
application is for additional beds, include
anticipated revenue from the proposed beds only, not
from all beds in the facility).

Response

The Historical Data Chart and Projected Data Chart
have been completed. The detail for Other Expenses on the
Historical Data Chart is attached to this CON application.

Erlanger East Hospital — Linear Accelerator
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HISTORICAL DATA CHART

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year begins in July (Month).
Year — 2012 Year — 2013 Year — 2014
A. Utilization Data 28,773 28,840 30,098
(Specify Unit Of Measure) _I/P Admits
B. Revenue From Services To Patients
1. Inpatient Services 971,094,413 951,407,744 1,011,698,242
2. Outpatient Services 600,067,032 638,832,332 723,658,840
3. Emergency Services 112,850,427 122,125,184 147,183,286
4 Other Operating Revenue 37,187,604 33,499,831 36,036,026

(Specify)

Home Health, POB Rent, efc.

Gross Operating Revenue

C. Deductions From Operating Revenue
1. Contractual Adjustments
2. Provision For Charity Care
3. Provision For Bad Debt
Total Deductions

NET OPERATING REVENUE

D. Operating Expenses

Salaries And Wages

Physician's Salaries And Wages
. Supplies

Taxes

Depreciation

Rent

Interest — Other Than Capital

Management Fees:

a. Fees To Affiliates

b. Fees To Non-Affiliates
9. Other Expenses

(Specify) _Insurance, Purch. Svcs., etc.

DNOO AN

1,721,199,476

1,745,865,091

1,918,576,394

Total Operating Expenses

E. Other Revenue (Expenses) - Net
(Specify)

NET OPERATING INCOME (LOSS)

F. Capital Expenditures
1. Retirement Of Principal
2. Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Erlanger East Hospital — Linear Accelerator
CON Application -- Page 42

980,425,997 997,920,752 1,105,607,716
78,323,761 102,150,881 110,213,778
99,422,380 74,808,470 84,222,955
1,158,172,138 1,174,880,103 1,300,044,449
563,027,338 570,984,988 618,531,945
277,849,780 275,109,764 276,229,682
35,148,510 36,117,461 42,290,749
79,185,467 78,028,042 82,925,430
553,433 536,994 566,101
26,569,378 27,373,556 26,732,222
3,632,579 5,341,116 5,209,326
0 0 0
149,478,971 156,440,656 166,565,645
572,418,118 578,947,589 600,519,155
(9,390,780 ) (7,962,601 ) 18,012,789
7,396,156 7,900,842 8,048,272
9,652,060 8,971,728 8,258,717
17,048,216 16,872,570 16,306,989
(24,835,171) 1,705,800

(26,438,996 )

12/03/14 4:15 PM
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PROJECTED DATA CHART

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year beginsin ___July  (Month).
| Yeart | [ Year2 |
Utilization Data 4,950 5,500
(Specify Unit Of Measure) _Treatments
Revenue From Services To Patients
1. Inpatient Services
2. Outpatient Services 5,915,479 6,854,147
3. Emergency Services
4 Other Operating Revenue
Gross Operating Revenue 5,915,479 6,854,147
Deductions From Operating Revenue
1. Contractual Adjustments 4,063,627 4,788,956
2. Provision For Charity Care 59,155 68,541
3. Provision For Bad Debt 157,369 164,783
Total Deductions 4,280,151 5,022,280
NET OPERATING REVENUE 1,635,328 1,831,867
Operating Expenses
1. Salaries And Wages 687,039 716,581
2. Physician's Salaries And Wages
3. Supplies 23,916 27,314
4. Taxes
5. Depreciation 725,826 725,826
6. Rent
7. Interest - Other Than Capital
8. Management Fees:
a. Fees To Affiliates
b. Fees To Non-Affiliates
9. Other Expenses 30,500 357,246
(Specify) _ Service Contracts
Total Operating Expenses 1,467,281 1,826,967
Other Revenue (Expenses) — Net
(Specify)
NET OPERATING INCOME (LOSS) 168,047 4,900
Capital Expenditures
1. Retirement Of Principal
2. Interest
Total Capital Expenditures
NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES 168,047 4,900

Erlanger East Hospital — Linear Accelerator
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5. Please identify the project’s average gross charge,
average deduction from operating revenue, and average

net charge.

Response
Following are the average charge amounts per patient.
Average Gross Charge $ 26,291
Average Deduction From Revenue $ 19,023
Average Net Revenue $ 7,268
Average Deduction From Revenue
Medicare $ 20,113
TennCare / Medicaid $ 20,955
Average Net Revenue
Medicare S 6,178
TennCare / Medicaid ' $ 5,336
6. A, Please provide the current and proposed charge

schedules for the proposal. Discuss any
adjustment to current charges of projects that
will result from the implementation of the
proposal. Additionally, describe the anticipated
revenue from the proposed project and the impact
on existing patient charges.

Response

Please see the list of average patient charges by
service line for Erlanger East Hospital and similar
hospitals in Hamilton County, Tennessee, for the calendar
year 2013, attached to this CON application. Applicant
does revise it’s patient charge structure on a periodic
basis (i.e.- usually annually) during the budget cycle each
fiscal year. However, applicant does not anticipate any
changes to existing patient charges specifically as a
result of this project.

B. Compare the proposed charges to those of other
facilities in the service area/adjoining service
areas, or to proposed charges of projects
recently approved by the Health Services And
Development Agency. If applicable, compare the

Erlanger East Hospital — Linear Accelerator

CON Application -- Page 44 12/03/14 4:15PM



72

proposed charges of the project to the current
Medicare allowable fee schedule by common
procedure terminology (CPT) code(s).

Response

Please see the list of average patient charges by
service line for Erlanger East Hospital and similar
hospitals in Hamilton County, Tennessee, for the calendar
year 2013, attached to this CON application. The average
patient charge for each hospital is as follows.

Erlanger East $ 9,085
Memorial Hospital - Hixson $ 25,131
Parkridge East Hospital $ 29,292

The average charge per Linear Accelerator
treatment for radiation oncology by these providers at
their main campus, for the most recent 3 year period, is

below.

— — e
L — E——' | — I L S (.
| |EHS = Analysis Of Linear Accelerator Utilization In Southeast Tennessee |
| . | | "No.Of  Total | Total Avg. Charge
. County | Type | ___ Facility Name | Lin Ac's :Treatments| Revenue |PerTrealtment
{— " E—— R— | | |
I Hamilton |__HOSP _ Eranger Medical Center i o N | 2M | 20 ¢ 8837 __i__9_5§ 460 | 1,078
| H_’:u_nl_flm HOSP  |Memorial Hospﬂal 2011 | 3.0 - 19,187 | 16,490,228 859
| Hamilton | HOSP Parkridge Medlcal Center ) 2011 .| 20 3672 | 4543551 1237
— e e —— | P ___i______ =
I ——— e e e e
_ Hamilton | HOSP _|Ertanger Medical Center = 2012 | 20 956 | 0351006 | 983
I Hamliton | HOSP |Memorial Hospital R 2012! 30 | 14914 | 181211416 | 1,215
_Hamilton | HOSP |Parkidge Medical Center . 2012 | 20 4 120 | 5_3(_)1 _154 1,287
| | —
| Hamilton | HOSP _|Erlanger Medical Center | 2013 | 20 . 9,519 | 7,999,663 | 840
| _Hamilton | HOSP Memorial Hospital o or 2013 | 3.0 16,734 | 25,002,015 | 1,494 |
_Hamiton | HOSP _|Parkidge Medical Center | 2013 | 20 3693 | 5385393 | 1456 |
NOTES

(1) This information is derived from the HSDA utilization report
for Linear Accelerators dated August 11, 2014.

7. Discuss how projected utilization rates will be
sufficient to maintain cost effectiveness.

Response

Historically, Erlanger East Hospital has been very
cost efficient within the context of the overall healthcare
delivery system. The inpatient net revenue per admission

Erlanger East Hospital — Linear Accelerator
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[EMC's Radiation Therapy Service Payor Mix - Year 1

. Year 1 EMC
| 2014 EMC | Projected Gross|
| Gross Revenue | Revenue

| Payor Source | (As % Of Total) | (As % Of Total) |

Medicare T B22% | 431% ll
TennCare | 126% | 124% |
\Managed Care | 11.5% | = 153% |
|Commercial ; 17.2% : 22.6% i
Self-Pay 2.0% ; 22% |
Other | = 45% ; 4.4%

| Tofal | ~ 100.0% |  100.0% |

The number of radiation therapy procedures for charity
care in year 1 is estimated to be approximately 180. Of
the 217 patients that originate from East of Chattanooga,
approximately 8 are estimated to be medically indigent and
they will be served as any other patient, regardless of

ability to pay.

19.) Section C, Economic Feasibility, Items 10 and 11.

Item 10 - in comparing the Historical Data Chart to
the Operating Statement on page A-107, it appears
there is a difference of approximately $19 million in
Net Operating Revenue for the period ending June 30,
2014 indicating that the applicant’s net operating
income may be overstated for the period. Please
explain by discussing what accounts for the
differences between the financial performance data.

Item 11- Given the average utilization of EMC’s 2
existing units at approximately 50% or less of the
optimal wutilization for 1linear accelerators coupled
with Erlanger East’s close proximity to EMC’s main
campus (less than 10 miles) please discuss why simply
replacing the outdated unit at the main hospital may
not be a practicable alternative.

Resgonse

The net operating revenue between the Historical Data
Chart and the audited financial statements is reconciled

below.

Erlanger East Hospital — Linear Accelerator
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for similar hospitals in Chattanooga, Tennessee, is as
follows.

Avg. Net Revenue

Hospital Per I/P Admission
Erlanger East Hospital $ 5,271
Memorial Hospital - Hixson $ 6,556
Parkridge East Hospital $ 5,525

Notes
(1) Information derived from Tennessee Joint Annual

Reports for CY 2013.

8. Discuss how financial wviability will be ensured
within two (2) years; and demonstrate the availability
of sufficient cash flow until financial viability is
achieved.

Response

As demonstrated by the Projected Data Chart, the
project is financially viable in both years 1 and 2.

9. Discuss the project’s participation in state and
federal revenue programs including a description of
the extent to which Medicare, TennCare/Medicaid, and
medically indigent patients will be served by the
project. In addition, report the estimated dollar
amount of revenue and percentage of total project
revenue anticipated from each of TennCare, Medicare,
or other state and federal sources for the proposal’s
first year of operation.

Response

Erlanger East Hospital, as a member facility of
Erlanger Health System, currently participates in the
following Federal / State programs.

Federal Medicare
State BlueCare @
TennCare Select

AmeriGroup Community Care

Anticipated revenue (gross charges) from Federal and
State sources during year 1 of the project, is as follows.

Erlanger East Hospital — Linear Accelerator
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Medicare S 2,550,229
TennCare S 736,148

10. Provide copies of the balance sheet and income
statement from the most recent reporting period of
the institution and the most recent audited financial
statements with accompanying notes, if applicable.
For new projects, provide financial information for
the corporation, partnership, or principal parties
involved with the project. Copies must be inserted
at the end of the application, in the correct
alpha—-numeric order and labeled as Attachment C,

Economic Feasibility-10.

Response

Copies of the following financial statements for
Erlanger Health System are attached to this CON
application.

Interim Balance Sheet & Income Statement Sept. 30, 2014
Audited Financial Statements June 30, 2014

11. Describe all alternatives to this project which were
considered and discuss the advantages and
disadvantages of each alternative including but not

limited to,

A. A discussion regarding the availability of less
costly, more effective, and/or more efficient
alternative methods of providing the benefits
intended by the proposal. If developments of
such alternatives is not practicable, the
applicant should justify why not; including
reasons as to why they were rejected.

Response

The proposed relocation of the Linear Accelerator
to Erlanger East Hospital will fill a gap in oncology

Erlanger East Hospital — Linear Accelerator
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treatment capability by providing improved convenience in
East Hamilton County. In addition to patient convenience,
placement of the unit at Erlanger East Hospital will
provide better access to this modality of care for the
population of East Hamilton County which Erlanger Health

System serves.

The alternative to this project was to simply
replace the unit on the campus of FErlanger Medical Center
in downtown Chattanocoga, Tennessee. However, since the
average driving time from Erlanger East Hospital to
Erlanger Medical Center is approximately 23 minutes, the
best option when considering improved patient distribution
and access is to relocate the Linear Accelerator to
Erlanger East Hospital for patient convenience. As such,
we believe this project is the best solution.

As the safety net hospital in Southeast
Tennessee, it is vital that Erlanger Health System enhance
and update its facilities to provide the best and most
accessible oncology treatment services available for the
communities we serve. As an academic medical center
affiliated with the University of Tennessee College of
Medicine, which is co-located on the Erlanger Medical
Center campus, EHS also seeks to provide appropriate
facilities so as to enhance the training and education of
medical residents and fellows as well as other health
professionals. Updating facilities also means ‘planning for
tomorrow with regard to radiation oncology services for the
regional service area, ensuring that the needs of the
uninsured and/or low income population are being met.

B. The applicant should document that consideration
has been given to alternatives to new
construction, e.g., modernization or sharing
arrangements. It should be documented that
superior alternatives have been implemented to
the maximum extent practicable.

Response

The proposed relocation of the Linear Accelerator
to Erlanger East Hospital will fill a gap in oncology
treatment capability simply by providing better convenience
in East Hamilton County. In addition to patient
convenience, placement of the unit at Erlanger East

Erlanger East Hospital — Linear Accelerator
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Hospital will provide better access to this modality of
care for the vulnerable population of East Hamilton County

which Erlanger Health System serves.

The alternative to this project was to simply
replace the unit on the campus of Erlanger Medical Center
in downtown Chattanocoga, Tennessee. However, since the
average driving time from Erlanger East Hospital to
Erlanger Medical Center is approximately 23 minutes, the
best option when considering improved patient distribution
and access is to relocate the Linear Accelerator to
Erlanger East Hospital for patient convenience. As such,
we believe this project is the best solution.

As the safety net hospital in Southeast
Tennessee, it is vital that Erlanger Health System enhance
and update its facilities to provide the best and most
accessible oncology treatment services available for the
communities we serve. As an academic medical center
affiliated with the University of Tennessee College of
Medicine, which is co-located on the Erlanger Medical
Center campus, EHS also seeks to provide appropriate
facilities so as to enhance the training and education of
medical residents and fellows as well as other health
professionals. Updating facilities also means planning for
tomorrow with regard to radiation oncology services for the
regional service area, ensuring that the needs of the
uninsured and/or low income population are being met.

(III.) CONTRIBUTION TO THE ORDERLY DEVELOPMENT
OF HEALTH CARE

1. List all health care providers (e.g., hospitals,
nursing homes, home care organizations, etc.), managed
care organizations, alliances, and/or networks with
which the applicant currently has or plans to have
contractual and/or working relationships, e.g.,
transfer agreements, contractual agreements for health

services.

Response

The most significant relationship between this
proposal and the existing healthcare system is that it will
be part of an existing health system and enhance Erlanger

Erlanger East Hospital — Linear Accelerator
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Health System’s ability to integrate its services within
the regional service area as the safety net provider,
trauma center and region’s only academic medical center.

By providing these services regardless of a patient’s
ability to pay, the regional healthcare delivery system is
positively impacted by the services envisioned in the
instant application.

The applicant currently has transfer arrangements with
the following hospitals which are owned by Erlanger Health

System.

-— Erlanger Medical Center

-—- Erlanger North Hospital

-— T. C. Thompson Children’s Hospital
-— Erlanger Bledsoe Hospital

Further, Erlanger currently has patient transfer
agreements in place with more than 90 hospitals and other
providers in the four (4) state area. These providers )
refer patients to Erlanger because of the depth and breadth
of 'its programs and services. A copy of the list of
transfer agreements is attached to this CON application.

2. Describe the positive and / or negative effects of the
proposal on the health care system. Please be sure to
discuss any instances of duplication or competition
arising from your proposal including a description of
the effect the proposal will have on the utilization
rates of existing providers in the service area of the

project.

Response

The effects of this proposal will be positive for the
healthcare system because it will deliver the most
appropriate level of care for those who are in need of
service regardless of ability to pay, and will also
distribute needed services across the service area to
foster improved patient access. By providing this
radiation oncology service, the regional healthcare
delivery system is positively impacted by serving as the
“safety net” for those who are otherwise in need of this

highly specialized service.

Erlanger East Hospital — Linear Accelerator
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3 Provide the current and/or anticipated staffing
pattern for all employees providing patient care for
the project. This can be reported using FTE’s for
these positions. Additionally, please compare the
clinical staff salaries in the proposal to prevailing
wage patterns in the service area as published by the
Tennessee Dept. Of Labor & Workforce Development
and/or other documented sources.

Response

Clinical staffing for the satellite cancer center at
Erlanger East Hospital is anticipated to be 1
Administrative Assistant, 1 Dosimetrist, 1 Simulator
Technologist, 2 Radiation Technologists, 1 Physicist
and 1 Staff Nurse — RN. Appropriate salary comparison data

is below.

Position EHS Avg. Market Mid-Point
Unit Admin. Asst. $ 13.77 $ 12.81
Dosimetrist $ 54.18 $ 49.60
Simulator Tech. $ 34.85 $ 32.83
Radiation Tech. $ 24.99 $ 32.83
Physicist $ 73.23 $ 78.38
Staff Nurse-RN $ 24.95 $ 28.02

NOTES
(1) This information is derived from the internal records of

Erlanger Health System.
(2) The market mid-point is derived from the 2014 Hay Group

Salary Survey.

4. Discuss the availability of and accessibility to human
resources required by the proposal, including adequate
professional staff, as per the Dept. Of Health, the
Dept. Of Mental Health & Developmental Disabilities,
and/or the Division of Mental Retardation Services

licensing requirements.

Response

Since this project will relocate a Linear Accelerator
from Erlanger site to another, it is not anticipated that
any additional personnel will be needed. Appropriate
personnel will be transferred from Erlanger Medical Center
to facilitate a smooth transfer of this service.

Erlanger East Hospital — Linear Accelerator
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If it is necessary to recruit personnel for this
project, the human resources required will be approached
with a proactive recruitment action plan. Historically,
Erlanger has met staffing requirements by utilizing a
variety of methods. Thus, our approach to fulfill the
staffing plan for the radiation oncology service will
consist of a proactive plan of marketing, screening,
hiring, and training.

The Human Resources Department at Erlanger will work
closely with managers in the transition. The specifics
will be based on the needs of the organization and aligned
with the strategic initiative of the satellite cancer
center. FErlanger has actively been involved in the
WorkForce Development movement on several different levels
within the Chattanooga area and statewide. Current vacancy
rates are below state and national averages.

Erlanger Health System participates with numerous
schools that provide advanced training in the areas of
nursing and allied health. Therefore, Erlanger expects no
difficulty in recruitment of required staff given it’s role
as an academic medical center and it’s affiliations with
colleges and universities offering allied health and
related training programs.

5. Verify that the applicant has reviewed and understands
all licensing certification as required by the State
of Tennessee for medical/clinical staff. These
include, without limitation, regulations concerning
physician supervision, credentialing, admission
privileges, quality assurance policies and programs,
utilization review policies and programs, record
keeping, and staff education.

Response

The Applicant has reviewed and intends' to comply with
all licensing and certification requirements imposed by
applicable statutes and regulations.

6. Discuss your health care institution’s participation
in the training of students in the areas of medicine,
nursing, social work, etc. (e.g., internships,

Erlanger East Hospital — Linear Accelerator
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residencies, etc.).

Response

Erlanger Health System, as the region’s only academic
medical center, has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory, pharmacy and surgery technology, to name a

few.

A number of regional universities offer Bachelor
degree programs in nursing and physical therapy. Erlanger
works closely with the University of Tennessee at
Chattanooga to assist nurses transitioning from RN to BSN.
Erlanger provides a teaching environment for staff as well
with various on-the-job training opportunities (ex: CT for
Radiologic Technologist, Certification for LPNs). Locally,
two year degrees are available in many clinical allied
health areas with additional programs offering advanced
technical training in Radiological Imaging such as Nuclear
Medicine, Diagnostic Ultrasonography, etc. Erlanger Health
System participates with numerous schools that provide
advanced training in the areas of nursing and allied

health.

Erlanger has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory care and pharmacy, to name a few. A number of
regional universities offer Bachelor degree programs in
nursing and physical therapy. Locally, two year degrees
are available in many clinical allied health areas with
additional programs offering advanced technical training in
Radiological Imaging such as Nuclear Medicine and

Diagnostic Ultrasonography.

, The University of Tennessee — College of Medicine is
co-located at Erlanger and includes training of senior
medical students on clinical rotation as well as graduate
medical education for training of residents and advanced
fellowships in various medical specialties, including
surgical specialties, as outlined below.

Residency Programs

Erlanger Edst Hospital — Linear Accelerator
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Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics

Plastic Surgery

Surgery

Urology (beginning 2015)
Transitioenal Year

Fellowship Programs
Geriatrics
Hospice & Palliative Care
Orthopedic Surgery — Traumatology
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery
Emergency Medicine
Minimally Invasive Gynecologic Surgery
Neuro-Interventional Surgery
Ultrasound
Cardiology (under development)
Gastroenterology (under development)

Erlanger Health System participates with numerous
schools that provide advanced training in the areas of
nursing and allied health.

7. (a) Please verify, as applicable, that the applicant
has reviewed and understands the licensure
requirements of the Dept. Of Health, the Dept. Of
Mental Health & Developmental Disabilities, the
Division of Mental Retardation Services, and/or
any applicable Medicare requirements.

Response

The Applicant has reviewed and intends to comply
with all licensing and certification requirements imposed
by applicable statutes and regulations.

(b) Provide the name of the entity from which the
applicant has received or will receive licensure,
certification, and / or accreditation.

Erlanger East Hospital — Linear Accelerator
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Licensure: State of Tennessee, Dept. of Health

Accreditation: Joint Commission on Accreditation of
Healthcare Organizations

If an existing institution, please describe the
Current standing with any licensing, certifying, or
accrediting agency or commission. Provide a copy of
the current license of the facility.

Response

Erlanger East Hospital continuously strives to comply
with applicable regulations and make needed changes where
deficiencies may arise to ensure full compliance. A copy
of the current license from the Tennessee Dept. of Health
is attached to this CON application. Further, a copy of
the most recent Letter Of Accreditation from The Joint
Commission is attached to this CON application.

(c) For existing licensed providers, document that
all deficiencies (if any) cited in the last
licensure certification and inspection have been
addressed through an approved plan of correction.
Please include a copy of the most recent
licensure/certification inspection with an
approved plan of correction.

Response

A copy of the most recent licensure/certification
inspection report with an approved plan of correction is
attached to this CON application.

8. Document and explain any final orders or judgments
entered in any state or country by a licensing agency
or court against professional licenses held by the
applicant or any entities or persons with more than a
5 % ownership interest in the applicant. Such
information is to be provided for licenses regardless
of whether such license is currently held.

Response

Erlanger East Hospital — Linear Accelerator
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** Not Applicable. **

9. Identify and explain any final civil or criminal
judgments for fraud or theft against any person or
entity with more than a 5 % ownership interest in

the project.
Response

** Not Applicable. **

10. If the proposal is approved, please discuss whether
the applicant will provide the Tennessee Health
Services And Development Agency and/or the reviewing
agency information concerning the number of patients
treated, the number and type of procedures performed,
and other data as required.

Response

Applicant will provide the Health Services And
Development Agency with appropriate information in
consideration of this CON application.

Erlanger East Hospital — Linear Accelerator
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PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of
intent appeared with the mast and dateline intact or submit a
publication affidavit from the newspaper as proof of publication
of the letter of intent.

Attached is a copy of the Letter Of Intent which was filed
with the Tennessee Health Services & Development Agency on
December 2, 2014. The original publication affidavit is
also attached to this CON application.

Erlanger East Hospital — Linear Accelerator
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DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a
Certificate of Need is valid for a period not to exceed three (3)
years (for hospital projects) or two (2) years (for all other
projects) from the date of its issuance and after such time shall
expire; provided, that the Agency may, in granting the
Certificate of Need, allow longer periods of validity for
Certificates of Need for cause shown. Subsequent to granting a
Certificate of Need, the Agency may extend a Certificate of Need
for a period upon application and good cause shown, accompanied
by a non-refundable reasonable filing fee, as prescribed by rule.
A Certificate of Need which has been extended shall expire at the
end of the extended time period. The decision whether to grant
such an extension is within the sole discretion of the Agency,
and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart
on the next page. If the project will be completed
in multiple phases, please identify the anticipated
completion date for each phase.

Response

The Project Completion Forecast Chart has been
completed and appears on the following page.

2, If the response to the preceding question indicates
that the applicant does not anticipate completing
the project within the period of validity as defined
in the preceding paragraph, please state below any
request for an extended schedule and document the
“"good cause’” for such an extension.

Response

** Not Applicable. **

Erlanger East Hospital — Linear Accelerator
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PROJECT COMPLETION FORECAST CHART

Enter the Agency projected Initial Decision Date, as published in Rule 68-11-1609(c): _Mar. 25, 2015

Assuming the CON approval becomes the final Agency action on that date; indicate the number of days
from the above agency decision date to each phase of the completion forecast.

Days Anticipated Date
PHASE Required (MONTH / YEAR)
1. Architectural and engineering contract signed. 60 May, 2015
2. Construction documents approved by the 28 Jun, 2015
Tennessee Dept. Of Health.
3. Construction contract signed. 28 Jul, 2015
4. Building permit secured. 14 Aug, 2015 |
5. Site preparation completed. 21 Aug. 2015
6. Building construction commenced. 120 Dec, 2015
7. Construction 40 % complete. 90 Mar, 2016
8. Construction 80 % complete. ‘ 90 Jun, 2016
9. Construction 100 % complete (approved 44 Aug. 2016
for occupancy.
10. *Issuance of license. ' 30 _Sep. 2016
11. *Initiation of service. 7 Sep, 2016
12. Final Architectural Certification Of Payment. 60 Nov, 2016
13. Final Project Report Form (HEF0055). 30 Dec, 2016
*) For projects that do NOT involve construction or renovation, please complete items
10 and 11 only.

NOTE - If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.

Erlanger East Hospital — Linear Accelerator
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AFFIDAVIT !

STATE OF TENNESSEE

COUNTY OF HAMTLTON

Joseph M. Winick , being first duly sworn, says
that he / she is the applicant named in this application or
his / her / it’s lawful agent, that this project will be
completed in accordance with the application, that the
applicant has read the directions to this application, the
Agency Rules, and T.C.A. § 68-11-1601, et seq, and that the
responses to this application or any other questions deemed
appropriate by the Tennessee Health Services & Develgpment

Agency are true and complete.

C

SIGNATURE

~

SWORN to and subscribed before me this st of

I)€C€HY1EMH’ , 20 14 , a Notary Public in and for the
Month Year ’

State of Tennessee, County of Hamilton.

Shetia Hanp

NOTARY PUBLIC
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N

7 W
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My commission expires Juhne 9 , 20 18 .
(Month / Day)
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m

NOTARY .»‘
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LEGAL NOTICES

NOTIFICATION OF INTENT TO APPLY FOR A CERTIFICATE OF NEED

This Is to provide official notice to the Health Services & Development Agency and all interested parties, in
accordance with T.C.A. § 68-11-1601 et. seq., and the Rules of the Health Services & Development Agency, that
Erlanger East Hospital, owned by the Chattanooga-Hamilton County Hospital Authority D/B/A Erlanger Health
System, with an ownership type of governmental, and to be managed by itself, intends to file an application
for a Certificate of Need to initiate radiation therapy service with the acquisition of a new Linear Accelerator
to be located at Erlanger East Hospital. The new Linear Accelerator will replace an existing Linear Accelerator
at Erlanger Medical Center. If this project is approved, the number of Linear Accelerators at Erlanger Medical
Center will be reduced from two (2) to one (1). Upan completion there will be no change in the number of Linear
Accelerators in the service area. The Linear Accelerator will complement other Oncology services at Erlanger East
Hospital. The expansion of Erlanger East Hospital (CON No. CN0405-047AE) is in process. No other health care

sefvices will be initiated or discontinued.

The facility and equipment will be located at Erlanger East Hospital, 1755 Gunbarrel Road, Chattancoga,
Hamilton County, Tennessee, 37421, The total project cost is estimated to be
$ 10,532,560.00.

The anticipated date of filing the application is December 5, 2014.

The contact person for this projact is Joseph M. Winick, St. Vice President, Erlanger Health System, 975 East 3¢
Street, Chattanooga, Tennessee 37403, and by phone at (423} 778-7274.

Upon written request by interested parties, a local Fact-Finding public hearing shall be conducted. Written
requests for hearing should be sent to:

Realth Services & Development Agency
Andrew Jackseon Building, 9% Floor
502 Deaderick Street
Nashville, Tennessee 37243

Pursuant to T.C.A, § 68-11-1607(c)(1): (A) Any health care institution wishing to oppose a Certificate OF Need
application must file a written notice with the Health Services and Development Agency no later than fifteen (15)
days before the regularly scheduled Health Services and Development Agency meeting at which the application is
originally scheduled; and (B) Any other person wishing to oppose the application must file written objection with
the Health Services and Development Agency at or prior to the consideration of the application by the Agency.

38072613
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ERLANGER STRATEGIC

STATE OF TENNESSEE
- HAMILTON COUNTY

Before me personally appeared Pam Saynes who being duly sworn,
that she is the Legal Sales Representative of the "CHATTANOOGA
TIMES FREE PRESS" and that the Legal Ad of which the attached is
a true copy, has been published in the above said Newspaper and on
the website on the following dates, to-wit:

December 2, 2014

And that there is due or has been paid the "CHATTANOOGA
TIMES FREE PRESS" for publication of such notice the sum of
$672.40 Dollars. (Includes $10.00 Affida harg

(I Qi)

Sworn to and subscribed before me, this 2nd day of

December 2014. UM
Q- (0]
L)
My Commission Expires 7/20/2016

Chattannogy Times Free Press
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November 26, 2014

To: Ms. Melanie Hill, Executive Director
Health Services and Development Agency

Gtate of Tennessee
161 Rosa L. Parks Bivd.
Nashville, TN 37243

Re: Verification of the CON Budget Summary

Eranger East Campus
Radiation Therapy Center . =
EHS Praject #459600

1751 Gunbarrel Road

Chaittanooga, TN 37421

Dear Ms. Hill,

The proposed Radiation Therapy Certer for the Erlanger East Campus, EHS Project #459600,
will consist of three parts; (a) Renovation of 7,396 s.f. for the new Radiation Therapy Center at a
projected project cost of $8,709,917; (b) Relocation of the Outpatient Pharmacy service, 1,600
s.f. at a projected project cost of $190,652.00; (c) Relocation of the Inpatient Pharmacy service,

1,200 s.1. at a projected project cost of $149,364.00.

Submission of an opinion of probable costs, we as the owner, accept and understand we do not
have any control over materials, labor, or equipment avaitability, current market conditions, or the
projected contractor's method of pricing. The EHS Planning and Construction Department's
projections of probable project costs are based on a compilation of historical data of similar
projects, and industry standard prescribed methods of estimating.

Additional planning and design work to be completed by a selected architect-of-record, will be
compliant with all applicable federal, state, and local codes and ordinances, to include the current
adopted Tennessee Department of Health licensing requirements. The final design will conform
the equipment manufacturet’s specifications and a Medical Physicist's recommendations.

In our opinian the projected costs are reasonable for this scope of work, size, and type of project,
and compares favorably with similar projects within this market. If you have any further questions
or comments please feel free to contact me at 423 778 6510 (of), or chuck.arnold@erlanger.org.

k Amold, Architect/Plafiner
Erlanger Health System
TN License 102349

Sin

Enec.

875 €. Third Street, Chattanooga, TN 37403
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December 2, 2014

Ms. Melanie M. Hill, Executive Director
Tennessee Health Services & Development Agency
Andrew Jackson Building, 9™ Floor

502 Deadrick Street

Nashville, TN 37243

RE: Linear Accelerator
Erlanger East Hospital

Dear Ms. Hill,

This letter serves to confirm Erlanger’s intent to cover the cost of the new Linear
Accelerator of $ 10,532,560 with funds from operations; subject to CON approval as well
as approval of the Chattanooga-Hamilton County Hospital Authority.

Please let me know if you have any questions or need further information. Thank you for
your consideration.

Sincerely,

Q) yo g%
J. Britton Tabor, CPA

Executive Vice President
Chief Financial Officer

975 East Third Street, Chattanooga, TN 37403 (423) 778-7000 www.erlanger.org

A-23
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W7 The Joint Commission

July 8, 2014

Re: #7809
CCN: #440104
! Program: Hospital
Accreditation Expiration Date: April 05, 2017
" S
Kevin M, Spiegel !
President and CEO
Erlanger Health System
975 Bast Third Street
Chetianooga, Tennessee 37403

Dear M., Spiegel:

This letter confirms that your March 31, 2014 - April 04, 2014 unannounced full resurvey was conducted
for the purposes of assessing compliance with the Medicare conditions for hospitals through The Joint
Commission’s decmed status survey process.

Based upon the submission of your evidence of standards compliance on June 20, 2014 and June 27, 2014
and the successful on-site Medicare Deficiency Follow-up event conducted on May 19, 2014, the aveas of
deficiency listed below have been removed. The Joint Commission is granting your oxganizationan - -
accreditation decision of Accredited with an effective date of April 05, 2014, We congrafulate you on
Yyour effective resolution of these deficiencies. : :

§482.12 Governing Body
§482,41 Physical Environment
§482.42 Infection Control

The Joint Commission is also recommending your organization for continued Medicare certification
effective April 05, 2014, Please note that the Centers for Medicare and Medicaid Services (CMS)
Regional Office (RO) makes the final determination regarding your Medicare participation and the
effective date of participation in accordance with the regulations at 42 CFR 489.13. Your organization is
encouraged to share a copy of this Medicare recommendation letter with your State Survey Agency.

This recommendation applies to the following locations:

Academo Infernal Medicine and Endocrinology
979 E. Third Street, Suite B-601, Chattanooga, TN, 37403

Academio Gastroenterology
979 East Third Street, Suite C-825, Chattanooga, TN, 37403

Academic Urologist at Erlanger
979 East Third Street, Suite C ~ 535, Chaftanooga, TN, 37403

wwwiishitcommisslon.asy Haadquartars
One Remistance Bouleard
Oakbirook Termee, 1L 60181
636792 5000 Voles
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Alton Park {Southside} Communify Health Center
100 Bast 37th Sireet, Chattanocega, TN, 37410

Dodson Avenue Community Health Center
1200 DodsonjAvenue, Chattanooge, TN, 37406

Brlanger Acadcmm Urolog{sts
1755 Gunban'el Road, Suite 209, Chattanooga, TN, 37421

ErIanger at Volkswagon Drive Wellness Center
7380 Volkswagon Deive, Suite 110, Chattanooga, TN, 37416

Erlanger Bast Family Practice
1755 Guabarre] Road, Suite 201, Chattanooga, TN, 37421

Etlanger Bast Imaging
1751 Gunbarrel Raad, Chattancoga, TN, 37421

Erlanger Health System - East Cainpus
175t Gunbarrel Rogd, Chattanooga, TN, 37421

' Brlanger Health System - Main Site - S

975 East Third Street, Chattanooga, TN, 37403

Erlanger Healih System - North Campus
632 Morrison Springs Road, Chattancoga, TN, 37415

Erlanger Hypertension Management Center
979 East Third Street, Suite B601, Chattancoga, TN, 37403

Eilanger Metabolic and Bariatric Surgery Center
979 E. Third Street Suite C-620, Chattancoga, TN, 37403

Erlanger Nenrology/Southeast Reglonal Stroke Center
979 East Third Street, Suite C830, Chattanooga, TN, 37403

Erlanger North Family Practice, Neurobehavioral & Mermory Svs
632 Morrson Springs Road, Suite 202, Chattanooga, TN, 37415

Erlanger North Sleep Medicine and Neurology .
632 Morrison Springs Road, Suite 300, Chattanooga, TN, 37415

- Erlanger South Family Practice

60 Erlanger Drive, Suite A, Ringgzold, GA, 30736

wwwLjaincanimissioserg Headquarters
OneRenzissance Botlavard
Oaldyrook "Tersece, IL 66181

630793 5000 Volee
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Erlanger Specialty Cate for OB and Peds
1504 Noxth Thomton Avenue, Suite 104, Dalton, GA, 30720

Hypertension Management - Chattanooga Lifestyle Center

325 Market Street, Suite 200, Chattanooga, TN, 37401 ; ,

Life Style Center ~ Cardiac Rehab !
325 Market Street, Chattanooga, TN, 37401 "

Ortho South
979 East Third Sireet suite C 430, Chattanooga, TN, 37403

Sounthern Orthopaedic Trauma Surgeons
979 Bast Third Street Suite C-225, Chattanoogs, TN, 37403

TCT Cardiology/Gl/Genetics -
910 Blackford Street - 3rd ¥1 Massoud, Chattanoogga, TN, 37403 -

TCT Children's Subspecialty Center’
2700 West Side Drive, Cleveland, TN, 37312

TCT Endoctine
910 Blackford, ist fl Massoud, Chattancoga, TN, 37403

TCT Hematology/Oncology -
910 Blackford Street - 5th fl Massoud Bl, Chattanooga, TN, 37403

" TCT Nephrology
910 Btackford St, Ground Level, TCTCH, Chattanooga, TIN, 37403

University Health Obstetrics & Gynecology )
979 Bast Third Street, Suite C-725, Chattanooga, TN, 37403

University Medical Assoc
060 Rast Third Strest, Whitehall Building, Suite 208, Chattanooga, TN, 37403

University Orthopedics
979 Bast Third Street, Suite C-220, Chettancoga, TN, 37403

Univessity Pediatrics
910 Blgclcfm'd Street - Gr floor Massoud, Chattanoogg, TN, 37403

Univetsity Pulmonary and Critical Care
979 Bast Third Street, Suite C 735, Chattanocoga, TN, 37403

wwrw.jointcommissionoryg Headgilaiters
C One Rengissance Boulevard
Qskbrook 'Termace, 1L 60181
630792 5000 Volex

£y
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University Rheumatology Associates
979 East Third Street, Sulie B-805, Chattanocoga, TN, 37403

UT Dermatology
979 East Third Street, - Suite 425 A - Med Mall, Chaftanooga, TN, 37403

UT Erlanger Cardiology
975 East Third Street, Suite C-520, Chaﬂanooga, TN, 37403

UTBllanger Cardiology Bast
1614 Gunbarrel Road, Ste 101, Chattanooga, TN, 37421

Ut Brlanger Health & Weliness@Signal Min
2600 Taft Highway, Signal Mountain, TN, 37377

UT Erlanger Lookout Min Primaty Care
100 McParland Road, Lookout Mountain, GA, 30750

UT Erlanger Primary and Athletic Health
1200 Pingville Road, Chattanooga, TN, 37405

UT Fawily Practice _ K ' . o
1100 East Third Sireet, Chattanooga, TN, 37403 ; '

Workforce at UT Family Practice
1100 Bast 3rd Street, Chattanooga, TN, 37403

We direct your attention to some important Joint Commission policies. First, your Medicare report is
publicly accessible as required by the Joint Commnission’s agreement with the Centers for Medicare and
Medicaid Services. Second, Joint Comthission policy requu'&e that you inform us of any changes in the
name or ownership of your organization, or health care services you provide.

Sincerely,

mwm

Mark G. Pelletier, RN, MS
Chief Operating Officer
Division of Accreditation and Certification Operations

oc:  CMS/Central Offtce/Survey & Certification Gronp/Division of Acute Cate Services
CMS/Regional Office 4 /Survey and Certification Staff

Wk jaintoosmitlssionory Headquartera
Oné Remissanos Boufevard
Qalibrook Terraze, 1L 60131
630792 5000 Voles
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s,
/ DEPARTMENT OF HEALTH & HUMAN SE-I‘{QI%ES
Food and Drug Administration
o 10903 New Hampshire Avenue
han Document Control Center — WO66-G609
Silver Spring, MD 20993-0002

Varian Medical Systems, Inc. September 5, 2014

% Mr. Peter J. Coronado

Director, Global Regulatory Affairs
3100 Hansen Way

PALO ALTO CA 84304

Re: K140528
Trade/Device Name: TrueBeam, TrueBeam STx, Edge

Regulation Number; 21 CFR 892.5050

Regulation Name: Medical charged-particle radiation therapy system
Regulatory Class: II

Product Code: IYE

Dated: July 31, 2014

Received: August 4, 2014

Dear Mr. Coronado:

We have reviewed your Section 510(k) premarket notification of intent to market the device
referenced above and have determined the device is substantially equivalent (for the indications
for use stated in the enclosure) to legally marketed predicate devices marketed in interstate
commerce prior to May 28, 1976, the enactment date of the Medical Device Amendments, or to
devices that have been reclassified in accordance with the provisions of the Federal Food, Drug,
and Cosmetic Act (Act) that do not require approval of a premarket approval application (PMA).
You may, therefore, market the device, subject to the general controls provisions of the Act. The
general controls provisions of the Act include requirements for annual registration, listing of
devices, good manufacturing practice, labeling, and prohibitions against misbranding and
adulteration. Please note: CDRH does not evaluate information related to contract liability
warranties. We remind you, however, that device labeling must be truthful and not misleading.

If your device is classified (see above) into either class IT (Special Controls) or class III (PMA),
it may be subject to additional controls. Existing major regulations affecting your device can be
found in the Code of Federal Regulations, Title 21, Parts 800 t0-898. In addition, FDA may
publish further announcements concerning your device in the Federal Register.

Please be advised that FDA’s issuance of a substantial equivalence determination does not mean
that FDA has made a determination that your device complies with other requirements of the Act
or any Federal statutes and regulations administered by other Federal agencies. You must
comply with all the Act’s requirements, including, but not limited to: registration and listing (21
CFR Part 807); labeling (21 CFR Part 801); medical device reporting (reporting of medical
device-related adverse events) (21 CFR 803); good manufacturing practice requirements as set
forth in the quality systems (QS) regulation (21 CFR Part 820); and if applicable, the electronic
product radiation control provisions (Sections 531-542 of the Act); 21 CFR 1000-1050.
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If you desire specific advice for your device on our labeling regulation (21 CFR Part 801), please
contact the Division of Industry and Consumer Education at its toll-free number (800) 638 2041

or (301) 796-7100 or at its Internet address

hitp://www.fda.gov/MedicalDevices/ResourcesforYou/Industry/default.htm. Also, please note
the regulation entitled, “Misbranding by reference to premarket notification” (21 CFR Part

807.97). For questions regarding the reporting of adverse events under the MDR regulation (21

CFR Part 803), please go to
hitp://www.fda.ecov/MedicalDevices/Safety/ReportaProblem/default.htm for the CDRH’s Office

of Surveillance and Biometrics/Division of Postmarket Surveillance.

You may obtain other general information on your responsibilities under the Act from the
Division of Industry and Consumer Education at its toll-free number (800) 638-2041 or (301)
796-7100 or at its Internet address

http://www.fda.gov/MedicalDevices/ResourcesforY ow/Industry/default.htm.

Sincerely yours,

Janine M. Morris
Director
Division of Radiological Health
Office of In Vitro Diagnostics
and Radiological Health
Center for Devices and Radiological Health

For

Enclosure



Kimsey Radiation Oncology, PLLC
Memorial Hospital Cancer Center
605 Glenwood Drive, Suite 208
Chattanooga, TN 37404
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CURRICULUM VITAE

Frank Charles Kimsey, M.D., F.A.C.R.

Kimsey Radlation Oncology, PLLC

Erlanger Regional Cancer Center
979 East Third Street, Suite G-15 /pf
/0

Chattanooga, TN 37403

(423) 490-7233 (423) 490-9080
(423) 490-7235 Fax (423) 490-8076 Fax
EDUCATION

2008 Fellowship, American Coliege of Radiology
2003 10-year Recertification, American Board of Radiology
1995 Diplomate, American Board of Radjology in Radiation Oncology
1991-94 University of Florida, Shands Cancer Center, Gainesville, Fla., accredited residency
training in Radiation Oncology
1990-91 Diagnostic Radiology at Methodist Hospital of Memphis Radiation Oncology at
St. Jude Children’s Hospital with Dr. Larry Kun; Part-time practice with
Metro Enfergency Medicine Group, P.C.
1980-90 Internal Medicine Infemship, Methodist Hospital of Memphis, Tenn.
1985-89 University of Tennessee Medical School, Memphis, Tenn.
1981-85 Emory University, Atlanta, Ga., Bachelor of Science degree, dual major biology / psychology

1975-81 The Baylor School, Chattancoga, Tenn., Cum Laude Society

HONORS/POSITIONS

2013-present

- 2008-2011
-2007-2008
2006-present
2006-present
2005-2006
2004-2006
2004-present

2004-present
- 2002-2004
2000-2003

1999-2001
1999-2000
1989-2001
~ 1998-present

1997-2000

1997-present -

1996-present
1995-Present
1995-present
1994-present

1994-present

Carrier Advisory Committee representative for TRS

Counselor, American College of Radiology

Alternate Counselor, Tennessee Radiological Society (TRS)

Medical Director, Chattanooga Tumor Clinic

Trustee, Hurlbut Foundation

Grievance Committee, Chattanooga Hamilton County Medical Society

President, Tennessee Radiological Society
Project Access Volunteer Provider—community partnership providing-care

to uninsured workers

Specialty Society Delegate, Tennessee Medical Association

President Elect, Tennessee Radiological Society

Counselor, American College of Radiology (ACR). Sponsored the ACR policy
recommending muitidisciplinary management of breast cancer patients
Chairman, Department of Radiation Oncology, Memorial Health Systems
Altemate Counselor, American College of Radiology

Memorial Foundation Development Council

Board Member, Chattanooga Tumor Clinic—a nonprofit multidisciplinary clinic
providing cancer services to indigent patients in the region

Nominating Committee, Tennessee Radiological Society

Board Member, American Cancer Soclety Chattanooga & Hamilton County Unit,
Chairman of the Cattle Baron's Bail 2001

Chairman, Memorial Health Systems Radiation Safety Committee

Member, American College of Radiology and Tennessee Radiological Society
Member, The American Society of Therapeutic Radiation Oncology

Member, American Medical Association, Tennessee Medical Association, and
Chattanooga/Hamilton County Medical Association

Private Radiation Oncology practice in Chattanooga, Tenn.
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PAPERS

“Does Radiation Treatment Volume Predict for Acute or Late Effect on Pulmonary Function? A
Prospective Study of Patients Treated with Breast Conserving Surgery and Postoperative
Irradiation”. Cancer 1994;73:2549-55. Presented to the American Radium Society, Aruba 1893

“Are Women with Larger Breasts Appropriate Candidates for Conservative Surgery and Postoperative
Radiation Therapy? A study of Disease Control and Cosmesis in Early Stage Breast Cancer.”
Presented at the University of Florida Radiation Oncology Annual Spring Research Conference,

1993
“Malignant Tumors of the Nasal Cavity/Ethmoid Sphenoid and Frontal Sinuses.” Presented at the
University of Florida Radiation Oncology Annual Spring Research Conference, 1994

“Radiation Therapy for Sinus Malignancies,” J.T. Parsons, F.C. Kimsey et al: The Otolaryngologic
Clinics of North America 1995;28:1259-68

PERSONAL

| enjoy traveling with my family, physical fraining, fine dining, and hunting and fishing in the Tennessee
mountains. | am committed to giving back to my community and profession the blessings that | have

received.
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Consolidated Interim
Financial Statements

Quarter Ending
September 30, 2014

This financial report is confidential and proprietary
information. This document is not a public record until
finalized and released by the chief financial officer.

The embargo date for the information contained herein is
October 20, 2014 at 5P.M. EST. No part of the information
contained herein may be released or discussed publicly until

this date.
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ERLANGER HEALTH SYSTEM
Unaudited Consolidated Balance Sheets as of: September 30, 2014
ASSETS | | 2015 | 1 2014 |
UNRESTRICTED FUND
CURRENT: .
Cash and temporary investments $ 50,723,375 § 25,870,040
Funds held by trustee - current portion 10,121,996 10,202,918
Patient accounts receivable 332,792,295 285,261,247
Less allowances for patient A/R (254,547,878) (201,697,911)
Net patient accounts receivable 78,244,417 83,563,335
Other receivables 32,691,336 33,651,130
Due from third party payors 15,297,531 5,643,317
Inventories 12,830,058 13,109,114
Prepaid expenses 7,138,777 7,209,006
I
Total current assets 207,047,491 179,248,860
PROPERTY, PLANT, AND EQUIPMENT
Net property, plant and equipment 148,106,020 163,964,918
LONG-TERM INVESTMENTS 428,022 473,318
OTHER ASSETS:
Assets whose use is limited 131,953,425 130,624,697
Deferred debt issue cost 2,036,905 5,680,445
Other assets 1,632,856 1,766,774
Total other assets 135,623,186 138,071,917
DEFERRED OUTFLOWS OF RESOURCES
Deferred amounts from debt refunding 701,828 787,766
TOTAL $ 491,906,546 $ 482,546,779
LIABILITIES | I 2015 | | 2014 |
UNRESTRICTED FUND
CURRENT:
Current maturities of long term debt $ 10,865,628 § 8,109,058
Accounts payable 39,703,742 43,688,128 .
Accrued salaries & related liabilities 23,195,516 20,172,528
Due to third party payors 109,881 2,570,298
Construction fund payable 61,187 296,298
Accrued Interest payable 3,127,456 3,465,342
Total current liabilities 77,063,409 . 78,301,653
POST RETIREMENT BENEFITS 27,426,333 17,551,617
(GASB 45 & FAS 112)
RESERVE FOR OTHER LIABILITIES 23,515,699 28,329,027
DEFERRED INFLOWS OF RESOURCES
Deferred gain from sale-leaseback 3,935,725 4,400,481
LONG - TERM DEBT 159,034,778 170,128,747
FUND BALANCE:
Unrestricted 184,923,923 156,973,914
Invested in capital assets, net of related debt l 11,077,066 22,341,341
Restricted 4,929,612 4,520,000
200,930,602 183,835,255
TOTAL $ 491,906,546 § 482,646,779
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CHATTANOOGA-HAMILTON COUNTY
‘ HOSPITAL AUTHORITY

(dibla Erlanger Health Systern and
Discretely Presented

Component Uniis)

Audited Combined Financial Statements

Years Ended June 30, 2014 and 2013
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CHATTANCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

« Audited Comabined Financicl Stafements

Years Ended June 30, 2014 and 2013

|
Independent Auditor’s Report....cu i , .......................................................................... 1
Management’s Discussion and Analysis ... s, 3
Audited Combined Financial Staterients
Combined Statements of Net POSIHIOM vuirreserereenssessesvenerassrarrssssssessssns 5 sl 2
Combined Statements of Revenue, Expenses and Changes in Net Position vuweswcniinie 14
Combined Statements OF Cash FIOWE i rsiiesnissennnsrmesserssessmosssssasesssssssnasssasnsis 16

Notes to Combined Financial S EAEGITIEIES wuvrveemnersaessremsesssemsesssmesssessressesmesesesssessresasssssesssatassssastassss 18

a

A



114 A-02

PERSHING YOAKLEY & ASSOCIATES, *
One Cherokee-Mills;2220-Sutherdend- Avenue

Knoxville, TN 37919

: pm : p: (B65) 673.0844 | f: (865) 673-0173
i ’ WWW.PYCIPC.COM

Ceriified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees of
Chattanooga-Hamilton County Hospital Authority
(d/b/a Exlanger Health System): :

Report on the Combined Financial Statements

We have audited the accompanying combined financial statements of the business-type activities
of Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health System (the Primary
Health System) and its discretely presented component units, as of and for the years ended Juno
30, 2014 and 2013, and the related notes to the combined financial statements, which collectively
comprise the Primary Health System’s basic combined financial statements as listed in the table

of contents. .
Management’s Responsibility for the Combined Financiol Statements

Management is responsible for the preparation and fair presentation of these combined financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of combined financial statements that are free from

material misstatement, whether due to fraud or error.

Auweditor’s Responsibilify

Qur responsibility is to express opinions on these combined financial statements based on our
andits. We conducted our audits in accordance with auditing standards generally accepted in the

United States of America, Those standards require that we plan and perform the audit to obtain
reagsonable assurance about whether the combined financial statements are free from material

misstatement.

An audit involves performing proceduses to obtain audit evidence about the amounts and
disclosures in the combined financial statements. The procedures selected depend on the
auditor’s judgment, inchiding the assessment of the risks of material misstatement of the
combined financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the combined financial statements in order to design audit procedures that are appropriate in the
ciroumstances, but not for the purpose of expressing an opinion on the effestiveness of the
Primary Health System’s internal control, Accordingly, we exptess no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness

I
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of significant accownting estimates made by management, as well as evaluating the overall
presentation of the combined financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinions |

Inn our opinion, the combined financial staterents referred to above present fairly, in all material
respects, the respective financial position of the business-type activities and the discrefely
presented component units of the Primary Health Systom as of June 30, 2014 and 2013, and the
respective changes in financial position and, where applicable, cash flows thereof for the yeats
then ended in accordance with accounting principles generally accepted in the United States of
America. '

Emiphasis of Matier

As discussed in Note A to the combined financial statements, during the year ended June 30,
2014, the Primary. Health System adopted a newly issued accounting standard that requires
- retroactive adjustments to amounts previously reported as of and for the year ended June 30,
2013, with a cumulative effect adjustment to net position as of June 30, 2012. Our opivion is not

modified with respect to this matter.

Other Matiers

Reguired Supplementary Information: Accounting principles generally accepted in the United
States. of America tequire that the management’s discussion and analysis (shown on pages 3
fhrough 11) be presented to supplement the baSic combined financial statements. Such
information, although not a part of the basic combined financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic combined financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepied in the
United States of Amerioa, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inguiries, the basic combined financial statements, and other knowledge we
obtained during our audit of the basic combined financial statements. We do nof express an
opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

oty Yty Lo

Kuoxvills, Tennessee
September 17, 2014
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CHATTANCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(4/b/a Exlanger Health System)

Managenent’s Discussion and Aralysis

Years Ended June 30, 2014 and 2013
MANAGEMENT’S DISCUSSION AND ANALYSIS

The discussion and analysis of Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger
Health System’s financial performance provides an overview of financial activities for the fiscal

years ended June 30, 2014 and 2013.

Eilanger Health System (the Primary Health System) is the largest healthcare provider in
Southeast Tennessee. The Primary Health System maintains a numbér of very specialized
clinical services such as Level I trauma, Level Il neonatal, kidney {ransplantation, 8 Regional
Cancer Unit, a full sexvice children’s hospital, and open heart surgery, all of which are primatily
serviced by four “Life Force” helicopters and supported by subspecialty physicians (residents,

" faculty and private attending physicians) located on its campuses.

OVERVIEW OF THE. COMBINED FINANCIAL STATEMENTS

The combined financial statements consist of two parts: Management’s Discussion and Anélysis
and the combined financial statements. The combined financial statemenis also include notes
that explain in more detail some of the information in the combined financial statements.

The combined financial statements of the Prhﬁary Health System offer short-term and long-term
financial information about its activities. The combined statements of net position include all of

 the Primary Health System’s assets and liabilities and provide information about the nature and

aunounts of investments in xesources (assets) and the obligations to the Primary Health System’s
creditors (lisbilities). The assets and liabilities are presented in a classified format, which
distinguishes between current and long-term assets and lisbilifies. [t also provides the basis for
computing rate of return, evaluating the capital structure of the Primary Health System and
assessing the liquidity and financial flexibility of the Primaty Health System. :

All of the fiscal year's revenues and expenses are accounted for in the combined statements of
tevenue, expenses, and changes in net position. These statements measure the success of the
\Primary Health System’s operations and can be used to determine whether the Primary Health
System has successfully recovered all of ifs costs through the services provided, as well as its
profitability and credit worthiness. '

The final requited financial statement is the combined statements of cash flows. The primary
purpose of these statements is to provide information about the Primary Health System’s cash
receipts, cash payments and net changes in cash resulting from operating, investing, nom-capital
financing and finaneing activities, The statements also provide answers to such questions as
where did cash come from, what was cash used for, and what was the change in the cash balance

during the reporting period?




CHATTANOGGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/B/a Exlanger Hoalth System)

Management’s Discussion and Analysis - Continued

Years Ended Juree 30, 2014 and 2013

The analyses of the combined financial statements of the Primary Health System begins on the
- next page. One of the most important questions asked about the Primary Health System’s
Sinances is “Is the financial condition of the Primary Health System as a whole betier or worse as
a resilt of the fiscal yeat’s activitics?” The combined statements ‘of net position and the
combined statements of revenue, expenses and changes in net position report information about
the Primaty Health Systein’s activities in a way that will help answer this question. These two
statements report the net position of fhe Primary Health System and changes in the net position.
One can think of the Primary Health System’s net position — the difference between assets and
liabilities — as one way to measure financial health or financial position, Over time, increases of
decreases in the Primary Health System’s net position is one indicator of whether its financial
health s improving or deteriorating. However, one will need to consider other non-financial
factors such as changes in economic conditions, regulations and new or changed government

legislation.

REPORTING ENTITY

The Chaitenooga-Hamilton County Hospital Authority d/b/a Erlanger Health System (the
Primary Health System) was créated by a private act passed by the General Assembly of the
Siate of Tennessee on Mareh 11, 1976, and adopted by a majority of the qualified voters of
Hamilton County, Tennesses on August 5, 1976, The Primary Health System is considered the
primary governmental unit for financial reporting purposes. As required by generally accepted
accounting principles, these financial statements present the Primary Health Sysiem and iis
component units. The' component units discussed below are included in the Primary Health
System’s reporting entity because of the significance of their operational, finaneial or other
relationships with the Primary Health System. '

ContinuCare HealthServices, Inc., Plaza Surgery, G.P., Cyberknife of Chattanooga, LLC
(Cyberkmifs), UT-Erlanger Medical Group, Ine. (the Medical Group) and Exlanger Healih Plan
Trust are legally separate organizations for which the Primary Health System is either financially
accountable or owns a majority inferest. Accordingly, these organizations represent component
units of the Primary Health System. The financial statements of Brlanger Health Plan Trust are
blended with the financial statements of the Primary Health System, as the Board of Erlanger
Health Plan Trust is substantially the same as that of the Primary Health System and the Primary

Health System has operational responsibility.

Diring 2012, the Primary Health System acquired 100% ownership in Plaza Surgery, GP. Asa
result, Plaza Surgery, G.P.’s operations are no longer distinct from the Primary Health Systexm.
During fiscal year 2011, Cyberknife ‘was eapitalized by contributions from the Primary Health
System and certain other minority partners. Cyberknife provides radiation therapy services,
specifically robotic stereotactic radiosurgical services through the use of a Cyberknife
stereotactic radiosurgery system on the Primary Health System’s campus. At June 30, 2014,

4 .



CHATTANGOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended June 50, 2014 and 2013

2013 and 2012, the Primary Health System owned 51% of Cyberknife’s outstanding membership
units. The Medical Group was formed on June 30, 2011 and will provide professional healthcare
and related services to the public through its employed and contracted licensed physicians and
. other supporting healtheare providers. The Medical Group has no members; however, the
Primary Health System may access the Medical Group’s services. The Medical Group is

currently not active,

KEY FINANCIAL INDICATORS

The following key financial indicators are for Exlanger Health System as a whole. They are
inclugive of fhe Primary Health System, ContinuCare HealthServices, Inc., and the 51%

controlling share of Cyberknife of Chattanooge, LLC.

3

Excess revenues over expenses from operations for Erlanger Health System for the fiscal
year 2014 is $18.0 million compared to excess expenses over revenues of $7.9 million for
the fiscal year 2013 and excess expenses over revenues of $9.5 million for the fiscal year

2012,

Total cash and investment reserves at June 30, 2014 are $139 million (excluding $31
million of funds held by Trustees or restricted by donors or othess).

. Net days in accounts receivable for Exlanger Health System (utilizing a three month
rolling average of net revenue) is 50 days at Juns 30, 2014 compared to 50 days at June

30, 2013 and 53 days at June 30, 2012.

For fiscal year 2014, Erlanger Health System recognized $19.6 million in public hospital
supplemental payments from the State of Tennessee.

For fiscal year 2014, Erlanger Health S)'rstem recognized $12.8 million in essential access
payments from the Siate of Tennessee compare to $10.6 million in fiscal year 2013 and

$11.4 million in fiscal year 2012.
For fiscal year 2014, Erlanger Health System did not recognize disproportionate shate

- payments from the State of Tennessee compared to $8.5 million in fiscal year 2013 and

$9,2 million in fiscal year 2012.

Fox fiscal year 2014, Erlanger Health System recognized $0.9 million in trauma fund
payments from the Siate of Tennessee compared to $1.1 million in fiscal year 2013 and

$1.0 million in fiscal year 2012.




120

CHATTANCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(@/b/a Erlanger Health System)

Managemens’s Discussion and Analysis - Coniinued

Years Ended June 30, 2014 and 2013

«  For fiscal year 2012, Erlanger Health System recognized $3.3 million in a Medicare rural
floor budget neutrality settlement payment.

The required bond covenants ratios for fiscal year 2014 compared to bond requirements are as
follows: ' :

Master  Bond Insurer Requfrerréeufs

June 30, . Trust 93 0a 04
2014  Indenture Series  Series  Series
Debt service coverage ratio 2.40 1.10 1.10 135 1.35
Cushion ratio 7.30 N/A 1.50° N/A N/A
Current ratio 2.57 N/A 1.50 1.50 1.50
Days cash on hand 87 N/A N/A.  65days 65 days
Tndebtedness ratio 48% N/A N/A N/A. 65%
Operating cash flow margin 8% N/A N/A 5% 5%

The frust indentures and related documents underlying the bonds contain certain covenants and
sestrictions. For fiscal year 2014, Erlanger Health System met all required debt covenants. For
fiseal year 2013, Brlanger Health System failed to satisfy the debt service coverage ratio required
by one of the bond insurers. As a result of the non-compliance, the Primary Health System
obtained 2 waiver from the bond insurer.

NET POSITION

Erlanger Health System’s net position for the combined Primaty Health System and Aggregate
Discretely Presented Component Units increased by approximately 514 million in fiscal year
2014. Our analysis focuses on the net position (Table 1) and changes in net position (Table 2) of
the Primary Health System’s operating activities. Discussion focuses on the Primary Health ,
System and its blended component units. , -

Net position for the Primary Health System increased from $182 million as of June 30, 2013 to
$195 million as of June 30, 2014. The current ratio (current assets divided by current liabilities)
inereased from 2.25 in 2013 to 2.52 in 2014 for the Primary Health System.




CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Menagement’s Discussion and Analysis - Continted

Years Ended Jure 50, 2014 and 2013
Teble 1- Net Position (in Millions)

June 30, 2012

. Y | (bgfore GASB
June 30, 2014 June 30,2013 65 ndaption)
Tiscretely Discretely " Discretely
Primary Presented Primary Pregented  Primuyy — Prosented
< Health  Component  Heskly  Componeni  Health  Component
Systen Uniis System Units System Uiets
Current and other asssts 3 333 5 12 § 309 $ 12 § 328 § 12
Cpital assets 148 9 . 161 10 158 10
Total assets 480 21 470 22 486 22
Deferred ouflows of resauroes 1 . 1 - .- )
8 481 219 A71 § 22 § 486 3§ 22
Long-ferm debt outslanding $ 159 § 3 % 170 § K 177 % 4
Other Habilities 123 3 114 4 109 4
Total lisbilifies 282 6 284 8 286 8
Deferred inflows of resouxees 4 - 4 - "
i 286 8 6 § 289 § g8 § 286 ‘% 8
Net position
Net investment in capital assets 3 8 5% 10 § 6 %5 r -8 5
Restrioted, expendable 2 - 2 - : 2 -
Unrestricted 191 2 170 8 198 9
Totsl net position _§ o4 § i4 8 182 $ 14 8§ 200 § 14

Days in cash increased from 73, days as of June 30, 2013 to 88 days as of June 30, 2014 for the
Primary Health System resulting fiom increased operating margins combined with a $19.6
million public hospital supplemental payment received from the State of Tennessee in fiscal year
2014. Days in cash decreased from 81 days as of June 30, 2012 to 73 days as of June 30, 2013
for the Primary Health System due to decreased operating margins combined with a $8 million
receivable for funds drawn on 2 line of credit extended to Hutcheson Medical Center, Inc. in

fiscal year 2013.

Days in net accounts receivable were 51 days as of June 30, 2014 and June 30, 2013. Days in
net acconnts receivable decreased from 55 days as of June 30, 2012 to 51 days as of Tune 30,

2013,

Capital assets for the Primary Health System were $149 million as of June 30, 2014, Additions
for fiscal year 2014 totaled $14 million while $5 million of assets were retired. Depreciation
expense was $26 million for the Primary Health System. Retirement of assefs reduced
accumulated depreciation by $5 million in fiscal year 2014. Construction in progress was
$5 million as of June 30, 2014. Included in construction in progress are Erlanger East
development costs of $2.5 million. .
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CHATTANCGOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
_ (d/b/a Erlanger Health System)

Meanagement’s Discussion and Analysis - Continued

Years Ended June 30, 2014 and 20153

Capital assets for the Primary Health System were $161 miltion as of June 30, 2013, Additions
for fiscal year 2013 totaled $30 million while $4 million of assets were retired. Depreciation
expense was $27 million for the Pmnary Health System. Refirement of assefs reduced
accumulated depreciation by $4 million in fiscal year 2013. Construction in progress was
$9 nillion as of June 30, 2013. Included in construction in progress at June 30, 2013 ave surgical
suite expansion projects totaling $3 2 million

Primary Health System
2014 2013 2012

Land and improvements 8 26 % 26 $ 25
Buildings : 234 231 224
Equipment 377 367 351
Total 637 624, - 600

, Less accumulated depreciation 493) - (472!) (449)
Consfruction in progress 5 9 7

- Net property, plant and equipment . § 142 $ 161 § 158

Long-term debt outstanding amounted to $159 million as of June 30, 2014 compared to $169
million as of June 30, 2013. The decreass in long-term debt reflects normal scheduled principal
payments. Long-term debt outstanding amounted to $169 million as of June 30, 2013 compared
to $177 million as of June 30, 2012. The decrease in lomg-term debt reflects normal scheduled

principal payments.

Other lisbilities for the Primary Health Systom were $123 million as of Juge 30, 2014, $119
million at June 30, 2013, compared to $108 million as of June 30, 2012. ’

CHANGES IN NET POSITION

The focus for Erlanger Health System’s management team during fischl year 2014 and 2013 was
to increase the Primary Health System’s volumes in a number of key produm lines in a
downturned ecomomy, improve relatxonshxps with stakeholders, and improve operating
efficiencies.

A-100
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Management’s Discussion and Analysis - Continued

Years Ended June 30, 2014 and 2013

.Table 2- Changes in Net Position (in Millions)

Jume 30, 2014 June 30, 2013 June 30,2012
Discreiely Discreicly Discretely

Primiry ~ Presented  Frémory  Presenfed  Primary  Presented
Health ~ Compouent  Health  Compoment  Heolth  Component

. System “Uniéts System Untés Systemn Urits
Net patient revenue '_ 8 571 § .11 8 526 §$ 12 § 514 § 12
Other revenue 21 17 19 16 22 16
Total revenue 592 28 545 23 536 28
Expenses: .
Saleries 303 14 298 13 300 13
Supplies and other expenses 124 19 113 11 116 11
Purchased services 117 3 114 3 104 3
Depreciation end emortization 26 1 27 1 26 1
"Total cxpenses 574 28 552 28 546 28
Operating income rovenues in
excess of (lees tham) expenses 18 1 V)] - 10 B
Nonoperating gains 2 - - - 4 i
Interest expense and other ® ~ @ - i1 -
Opereting/capital contributions 1 - - & : 5
Changs innet position  _$ i2 8 18 (14 % - 3 an $ -

Net patient service revénue for the Primary Health System increased from $526 million in fiscal
year 2013 to $571 million in fiscal year 2014, Admissions for fiscal year 2014 increased by
* 4.8% when compared to fiscal year 2013, while surgical mix increased over the prior year by
1.8%. The Erlanger East emergency room generated 15, 900 additional enjergency, 1o0m visits
compared to prior year.

Net patient service revenue for the Primary Health System increased from $514 million in fiscal

year 2012 to $526 million in fiscal year 2013. Admissions for fiscal year 2013 were comparable
to fiscal year 2012, however, case mix increased over the prior year by 1.6%. The Erlanger East
emergency room opened in March 2013 generating 6,100 addmonal emergency room visits
compared {o prior year.

Salaries for the Primary Health System increased from $298 million in fiscal year 2013 to $305
million in fiscal year 2014, Staffing was in concert with the increased volumes. Paid FTE’s pet
adjusted oocupied bed dscreased from 540 in fiscal year 2013 to 5.13 in fiscal year 2014,
however, salery cost for fiscal year 2014 per hour increased by 2.2 % over the prior year.

Inclement weather in January 2014 and February 2014 resulted in increased overtims wages.

Salaries for the Primary Health System decreased from $300 million in fiscal year 2012 to $298
million in fiscal year 2013. Paid FTE’s per ad_]usted occupied bed decreased from 5.60 in fiscal
year 2012 to 5.40 in fiscal year 2013.
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CHATTANGOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/4 Exlanger Health System)

Manggement’s Discussion and Analysis - Continued

Years Ended June 30, 2014 and 2013

Supplies and other expenses increased from $113 million for fiscal year 2013 to $126 milljon in
fiscal year 2014, Supplies and drug costs trended with the volume increases. Supphes and drugs
per adjusted admission for the Primary Health Sysfem decreased from $1,587 in fiscal year 2013
to $1,555 in fiscal year 2014. Supplies and othér expenses decreased from $116 million for
fiscal year 2012 to $113 million for fiscal year 2013. Supphes and drugs per adjusted admission
* for the Primary Health System decreased from $1,675 in fiscal year 2012 fo $1,587 in fiscal year

2013,

Purchased Services increased from $114 million in fiscal year 2013 to $117 million in fiscal year
2014 due primaily to the outsourcing of food and environmental services. Purchased Sexvices
increased from $104 million in fiscal year 2012 to $114 million in fiscal ysar 2013 due to
contracted service expenditures assumed with the purchase of Plaza Surgery’s minority interest,
fees associated with the third party operational assessment and implementation, and an increase
in xent expense resulting from the sale of the Erlanger East POB. '

Depreciation and amortization expense decreased from $27 million in fiscal year 2013 to $26
million in fiseal year 2014 due to decrcascd capital spending. Depreciation and amortization
expense increased from $26 million in fiseal year 2012 to $27 million in fiscal year 2013 due, in
paxt, to the addition of the Etlanger East emergency room.

* Interest expense, including gain (or loss) on mark-to-market of interest rate swaps, increased
from $7 million in fiscal year 2013 to $9 million in fiscal year 2014, The market value of the
liability for the mark-to-market of interest rate swaps incrsased by $.9 million in fiscal year 2014
compatred to an increase of $2.3 million in fiscal year 2013. Interest expense, including gain (or
Joss) on mark-to-market of interest rate swaps, decreased from $11 million in fiscal year 2012 to
$7 milliou in fiscal year 2013. The market value of the liability for the mark-to-market of
interest rate swaps increased by $2.3 million in fiscal year 2013 compared to a decrease of $1.1

naillion in fiscal year 2012,

QUTLOOK

The State of Tennessee continues to review the TennCare program (the State’s Medicaid
program). For fiscal years 2012 and 2013, the State passed a Hospital Coverags Fee to offset
shortfalls in the State’s budget for TennCare. The fee remained intact and TennCare rates were
stable in fiscal year 2014, There could be possible TennCare rate changes in fiscal year 2015 as
a result of rate variation initiatives, Out-of-state Medicaid and TennCare chenges would affect
the Primary Health System’s bottom line with TennCare and Medicaid patients representing
approximately 22% of the payer mix. Self Pay patients represent approximately 10% of the
charge utilization. Healthcare reform and future chauges in Medicare regulations could also
have ari adverse effect on the Primary Health System’s future operations since Medicare

represents approximately 33% of the payer mix.

10
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(3/b/a Erlanger Health Syster) '

Men ement’._é Discussion and Analysis - Continued
agent y

Years Ended June 30, 2014 and 2013

During fiscal year 2014, the Primery Health was added as a participant to the Public Hospital
Supplemental Payment Pool for publie hospitals in Tennessee through a collaborative effort with
lotal Mayors, State Semators and Representatives, Hamilton County Medical Society, Board
members, physicians and hospital leadership. The inclusion of the Primary Health System in the
pool netted $19.6 million of additional foderal funding fox fiscal year 2014. The Primary Healih
System will receive this funding annually as Iong as the current TennCare waiver is intact.

The Primary Health System also secuted a 5-year partnership agreement with BlueCross
BlueShield of Tennessee (BCBST) to be the exclusive provider for new members under the
health insurance exchange. BCBST is Tennessee’s largest insurer and Chattanooga’s largest
provider. In addition to the exclusivity, the partnership included a $1M innovation grant and a
combined marketing effort specifically aimed at major Chattanooga employers. The parinership
" ‘provides for a more predictable, longer-term stable relationship with BCBST.

The Primary Health System recognized Essential Access payments totaling $12.8 million from
the State of Tennessee for fiscal year 2014, an increase of $2.2 million from fiscal year 2013.
Disproportionate share payments were not approved by Federal government for fiscal year 2014.
The Primary Health System received Disproportionate Share Payments of $8.5 million in fiscal
year 2013. The Primary Health System recognized Essential Access and Disproportionate Share
payments totaling $19.1 million from the State of Tennessee for fiscal year 2013, a decrease of
$1.5 million from fiscal year 2012, Additionally, the Primary Health System recognized trauma
funding of $.9 million in fiscal year 2014 compared to $1.1 million in fiscal year 2013 and $1.0
million in fiscal year 2012. Payments from the State of Tennessee for the fiscal year 2015 are
expected to be consistent with the fiscal year 2014, Due to the 1966 Hamilton County Sales Tax
Agreement expiring in May 2011, the Hamilton County appropriations fo the Primary Health
System have been reduced from $3 million to $1.5 million for fiséal years 2014 and 2013.

" Several initiatives continue to be underway to increase the Primary Health System’s profitable
position for the upcoming fiscal year. Qperating improvements are being implemented to
continue to reduce expenses and grow surgical volumes. Increased surgery volumes are essential
to the financial health of the Primary Health System. ‘

11
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CHATTANOOGA-HAMILTON COUNTY HOSPI'"‘AL AUTHORITY

(d/b/a Erlanger Health System)

Combined Statements of Net Positlos: ~ Continued

June 36, 2014
Primary Discretely
Heclth Presented
Sysfem Componrent Unils
CURRENT ASSETS: ' '
Chsh end cash equivalents . 44,202,064 % 765,461
Temporaxy fovestments 1,384,865 5,564,277
Agsssts limitod as to use available for current Iiabilities 7
Patient accounts receivable, not 79,428,961 1, 95@ 838
Estimated smounts due from third party payers 11,408,963
Phe from other govemnments 126,882 369,250
Inventoriea 11,612,639 1,133,754
Receivsble fiom Huicheson: Medlcal Center 20,559,000 ' -
Other current assets 14,091,719 1,391,485
TOTAL CURRENT ASSETS 182,806,100 11,175,115
NET PROPERTY, PLANT AND EQUIPMENT 148,545,204 9,005,633
LONG-TERM INVESTMENTS, for working capital 326,139 -
ASSBETS LIMITED AS TO USE 131,928,433 -
OTHER ASSETS:
-Prepaid bond insurance 2,093,412 -
Fauity in discretely presented component units and other 14,124,270 -
- Other assets 437,820 . 946,676
: TOTAL OTHER ASSETS 16,655,502 946,676
TOTAL ASSETS 480,261,378 21,127,424
DEFERRED OUTFLOWS OF RESOURCES
Deferced amounts from debt refunding 723,313 -
ASSETS AND DEFERRED QUTFLOWS OF RESOURCES 480,984,691 § 21,127,424
CURRENT LIABILITIES: .
Accounts payable and accrued expenses 41,943,260 § 1,461,825
Acerued salaries and related Habilitiss 14,805,150 856,123
Estimated amounts due to third pasty payess - 169,381
Due to other governmen(s 369,250 126,582
Current portion of long-term debt and capifal leass obligations 10,502,288 616,368
Other current fiabilitizs 4,648,355 175,587
i : TOTAL CURRENT LIABILITIES 72,580,303 3,346,667
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS 159,321,067 3,143,716
PENSION AND POST-EMPLOYMENT BENEFIT OBLIGATIONS 26,650,336 -
OTHER LONG-TERM LIABILITIES 23,513,836 -
TOTAL LIABILITIES 282,495,542 6,420,377
DEFERRED INFLOWS OF RESOURCES &
Defeorred gain frora sale-leaseback 3,935,725 -
NET POSITION:
Unrestricted 190,840,242 9,316,184
Net investment in capital assets 1,234,111 5,320,863
Resiricted expendable 2,479,071 -
TOTAL NET POSITION 194,553,424 14,637,047
LIABILYTES, DEFERRED OUTFLOWS OF RESOURCES
AND NET POSITION 480,984,691 § 21,127,424

See notes to combined financial statements.
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CHATTANCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY

(d/b/a Exlanger Health Systern)

Combined Statements of Net Position - Continued

June 30, 2613 (Restated)

Primary Discretely
Heglth Presented
. Systern Component Ukiis
CURRENT ASSETS:
" Cash and cash equivalents $ 17,250,905 § 930,587
- Temporary investments 13,197,542 2,938,131
- Assets limited as to use available for current liabilities 28,275 -
Patient accounts receivable, net 73,561,669 2,408,177
Estimeted emounts due from third party payers 3,116,389 -
Due from other povernments 528,032 377239
Tnventories 11,861,728 1,161,097
Receivable from Hutcheson Medical Center 20,550,000 _ -
Other current assets . 20,129,320 1,917,719
TOTAL CURRENT ASSETS 160,823,860 9,732,250
NET PROPERTY, PLANT AND EQUIFMENT 160,973,575 5,643,816
LONG-TERM INVESTMENTS, for working capital 1,790,946 1,599,946
ASSETS LIMITED AS TO USE 130,231,028 -
OTHER ASSETS:
Prepaid bond insurance 2,367,769 -
Baquily in discretely presented component units and other 13,639,860 -
Other assets 437,820 858,972
TOTAL OTHER ASSETS 16,445,449 858,972
TOTAL ASSETS 470,264,858 21,835,684
DEFERRED OUTFLOWS OF RESOURCES
Deferred amounts from debt refinding 809,251 . -
ASSETS AND DREFERRED OUTFLOWS OF RESOURCES _§ 471,074,109 § 21,835,684
CURRENT LIABILITIES:
Accounts payable and acorued expenses $ 46,945,723 § 1,425,315
- Aocrued salaries and related liabilities 14,015,721 910,318
Estimated amounts due to third parfy paysts - 93,625
“Duc to other governments 377,239 528,032
" Current postion of long-term debt and capttal lease obhgations 8,058,625 556,698
Other current lisbiliies / 2,194,117 £38,223
TOTAL CURRENT LIABILITIES i 71,591,425 4,352,211
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS 170,179424 3,445,959
PENSION AND POST-EMPLOYMENT BENEFIT OBLIGATIONS ' 17,406,052 -
OTHER LONG-TERM LIABILITIES - 25,100,226 -
TOTAL LIABILITIES 284,277,127 7,798,170
DEFERRED INFLOWS OF RESOURCES
Deferred pain from sale-leaseback 4,400,481 -
NET POSITION:
Unrestricted . 170,051,736 8,321,046
Net investment in capita! agsets 10,125,742 5,716,468
Restricted expendable 2,219,023 -
TOTAL NET POSITION 182,396,501 14,037,514
LIABILITES, DEFERRED OUTFLOWS OF RESOURCES
ANDNETPOSITION & 471,074,109 § 21,835,684

See notes to combined financial statements.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY

(d/b/a Exlanger Health System)

Combined Statements of Revenue, Expenses and Changes in Net Position - Confinued

Year Ended June 30, 2014

Priveary Discretely
Health’ Fresented
Syséem Component Unils
OPERATING REVENUE:
Charges for sexrvices:
Net patient service revenue $ 571264197 § | 11,231,722
Other revenue 20,718,399 17,088,407
TOTAL OPERATING REVENUE 591,982,596 28,330,123
OPERATING EXPENSES:
Selaries, wages and benefits 305,113,185 13,638,588
Supplies and other expenses 122,623,180 10,246,727
Purchased services - 117,156,784 2,573,864
Tmsurancs and taxes 2,288,771 379,274
Depreciation .. 26,182,683 1,109,747
* TOTAL OPERATING EXPENSES 574,064,503 27,948,200
OPERATING INCOME 17,917,993 381,929
NONOPERATING REVENUE (EXPENSES):
Gain on disposal of assets 371,256 18,496
Interest and investment income, net of fees 245,537 397,461
et gain from diseretely presented component uaits and other 484,410 -
Tuterest expense (8,559,590) (181,303)
Provision for incoms taxes - (16,550)
Change in mark-to~-market of interest tate swaps 873,783 i
NET NONOPERATING REVENUE (EXPENSES) (6,584,564) 217,604
INCOME BEFORE CONTRIBUTIONS 11,333,429 599,533
Operating confributions 382,825 -
Capital contributions 440,669 -
CHANGE IN'NET POSITION 12,156,923 599,533
NET POSITION AT BEGINNING OF YEAR 182,396,561 14,037,514
NET POSITION ATEND OF YEAR § 194,553,424 § 14,637,047

See notes to combined financial statements.
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CHATTANOOGGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/bfa Exlanger Health Systen)

Combined Statements of Revenue, Expenses and Chonges in Net Position - Continued

Year Ended June 50, 2013
(Restated)
Primary Discretely
Health Presented
Systen . Componert Units
OPERATING REVENUE: “
Charges for services:
Net patient service revenue $ 526,139,300 $ 11,345,856
Other revenue 18,969,187 16,241,907
TOTAL OPERATING REVENUE 545,108,487 27,587,763
OPERATING EXPENSES:
Salarics, wages and benefits 297,831,739 13,607,440
Supplies and other sxpenses 110,970,317 10,199,559
Purchased services 114,011,044 2,981,048
Tnsurance and taxes 2A476,434 295,336
Depreciation 26,856,073 1,045,235
TOTAL OFERATING EXPENSES 552,145,607 28,128,618
OPERATING LOSS (7,037,120) (540,855)
NONOPERATING REVENUE (EXPENSES): |
Gain on disposal of assets 244,660 590,326
Tnterest end investment income, net of fees 24,827 104,642
Net loss from discretely presented component units and other (261,887) (175,000)
Interest expense - (9,190,977) (208,669)
Provigion for income taxes - (8,663)
Change in mark-to-market of interest rate swaps . 2,256,035 Co.
NET NONOPERATING REVENUE (EXPENSES) (6,927,342) 302,636
) LOSS BEFORE CONIBIBUTIONS (13,964,462) (238,219)
Operating distributions 7,248 -
Capital contributions/ofher, net 220,977 ) -
CHANGE IN NET POSITION (13,736,237) , (238,218)
NET POSITION AT BEGINNING OF YEAR, _ '
as previously reported 199,949,930 14,275,733
CUMULATIVE EFFECT OF CHANGE
IN ACCOUNTING PRINCIPLE (3,817,192) -
NET POSITION AT BEGINNING OF YEAR 196,132,738 14,275,733

NET POSITIONATEND OF YEAR  § 182,396,501 § 14,037,514

See notes to combined financial staterments. 15
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CHATTANOOGA-HAMILTON COUNTY HOSFITAL AUTHORITY
(d/b/a Erlanger Health System) '

Combined Statements of Cash Flows - Confinued

Primary Health Syster
Year Ended June 30,
- - 2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from third-party payers and patients $ 561,765,342 $.527,371,215
Payments to vendors and others for supplies, purchased ;
services, and other expenses : (245,573,008)  (217,039,131)
Payments fo and on behalf of employees (295,049,472)  (297,118,972)
Other recsipts 22,685,770 23,375,977

NET CASH PROVIDED BY OPERATING ACTIVITIES 43,828,542 36,589,089

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES: -

Contributions 382,825 7,248
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES: .
Acquisition and construction of capital assets, net (13,929,432) (30,339,955)
Principal paid on bonds, capital lease obligations and other (8,048,272) {7,900,842)
Proceeds from sale of assets . 81,660 473,130
Tnterest payments on long-texm debt (8,258,717) (8,971,728)
Capital contributions 440,669 220,977
NET CASH USED IN CAPITAL AND

RELATED FINANCING ACTIVITIES ~ (29,714,082)  (46,518,418)

CASH FLOWS FROM INVESTING ACTIVITIES: :
Toterest, dividends, and net realized gains (losses) on 245,537 2,468,950

investments
Change in temporary and long-tsrm investments
for working capital 13,877,484 (815,435)
Advances ninder note agresoments - (8,050,000)
Met cash provided by (transferred to) assets limited as to use (1,669,137) 5,749,002
NET CASH (USED IN) PROVIDED BY
INVESTING ACTIVITIES 12,453,884 (647,483)
INCREASE (DECREASE) IN CASH .
AND CASH EQUIVALENTS 26,851,159 (10,569,564)
CASH AND CASH EQUIVALENTS o
AT BEGINNING OF YEAR 17,250,905 27,820,469
CASH AND CASH EQUIVALENTS

ATENDOFYEAR § 44202064 $ 17,250,905

See notes to combined finoncial statements. _ 16
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CHATTANOCGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Combined Statements of Cash Flows - Continized

Primary Healtl Sysiem
Year Ended June 30,
y 2014 2013
RECONCILIATION OF OPERATING INCOME
(LOSS) TO NET CASH PROVIDED BY
OPERATING ACTIVITIES: \
Operating income (loss) o 17917993 $  (7,037,120) .
Adjustments to reconcile operating loss to net
cash provided by operating activities:
Depreciation ’ 26,182,683 26,856,073
Amortization of other liabilities : (393,607) (620,506)
Changes in assets and liabilities:
Patient accounts receivable, net ' (5,867,292) 3,079,769
Estimated amonnis due from third
party payers, nst (8,292,574) (3,497,287)
Tnventories and other asssts 6,687,840 6,261,212
Accounts payable and accrued sxpenses (4,916,463) 10,187,021
Accrued salaries and related liabilities -1789,428 (135,013)
Other current and long-term liabilities 11,720,533 1,494,940

NET CASH PROVIDED BY OPERATING ACTIVITIES § 43,828,542 §

36,589,089

SUPPLEMENTAL INFORMATION;

During the year ended June 30, 2013, The Primary Health System received a commitment from a
third party to reimburse the Pri Health System for $1,900,000 in renovations performed at
Erlanger Bast. The Primary Healthi System also recorded a liability in the amount of $1,900,000
that will be amortized (and tecognized as operating revenus) ovér the lease term of 20 years.

See notes to combined financial statemeris.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/bfa Erlanger Health System)

Notes to Combined Finencial Statemenss

Years Ended June 30, 2014 and 2013

NOTE A--SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: The Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health
System (the Primary Health System) was created by a private act passed by the General
Assembly of the State of Tennessee on March, 11, 1976, and adopted by a majority of the
qualified voters of Hamilton County, Tennessee on August 5, 1976, The Chattanooga-Hamilfon
County Hospital Authority consists of the Primary Health System end its aggregate discretely
presented component units as disclosed below.

The Primary Health System provides comprehe'nsive healthcare services throughout Hamilton
and Bledsoe counties, as well as outlying areas in southeastern Tennessee and north Georgia.
These services are provided primarily through the hospital and other facilities located on the
Baroness campus of Brlariger Medical Center. The Primary Health System also operates other
hospitals and clinics thronghout the area. The Primary Hoalth System is considered the primary
governmental unit for financial reporting purposes. As required by accounting principles
generally acoepted in the United States of America, these combined financial statements present
the anaxy Health System and its component units. The compoaant units discussed below are
included in the Primary Health System’s reporting entify because of the significance of their
opetational or financial relationships with the Primary Health System.

The primary mission of the Primary Health System and its component units is to provide
healthears services to the citizens of Chattanooga, Hamilton County end the surrounding area.
Only those activities directly associated with this purpose are considered to be operating
activities. Other activities that result in gaius or losses unrelated to the Primary Health System’s

primaty mission are considered to be nonoperating.

Erlanger Health Plan Trust, Plaza Surgery, G.P., ContinuCare HealthServices, Inc., Cyberknife
of Chattanooga, LLC, and UT-Erlanger Medical Group, Ine. are legally separate organizations
which the Primary Health System has determined are component units of the Primary Health

System.

Blended Component Units: The financial statements of Erlanger Health Plan Trust include assets
limited as to use totaling $1,627,033 and $1,619,834 as of June 30, 2014 and 2013, respectively,
and net investment income totaling $7,199 and $9,987 for the yeara ended June 30, 2014 and
2013, respectively, that are blended in the combined financial statements of the Primary Health
System. The board of the Erlanger Health Plan Trust is substantially the same as that of the
Primary Health System and the Primary Health System has operational responsibility.

Plaza Surgery, G.P. (Plaza) was a joint venture which operated an ambulatory surgery center on
the Primary Health Sysiem’s campus. In 2012, the Primary Health System purchased all the
remaining outstanding units of Plaza and its operations were fransferred to the Primary Health
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)

Notes to Combined Financial Statements - Continued

Years Ended June 30, 2014 and 2013

System, although Plaza remains a separate legal entity. Plaza had no assets, liabilities or
operations in 2014 or 2013.

Discretely Presented Component Units: The discretely presented component units column in the

combined financial statements includes the financial data of the Primary Health System’s ofher

component units. They are reported in a separate column fo emphasize that they are legally

separate from the Primary Health System. See the combined, condensed financial information in
/

Note Q.

1.

ContinuCare HealthServices, Inc. and subsidiary (ContinuCare) provide health and
supportive services fo individuals in their homes in the Hamilton County and north
Georgia areas. ContinuCare also provides retail pharmacy goods and eervices at four
locations in Hamilton County. The Primary Health System owns 100% of the stock of
ContinuCare. Separately andited financial statements for ContinuCare HealthServices,
Inc. may be obtained by muiling & request to 1501 Riverside Drive, Suite 140,

Chattancoga, Tennessee 37406, ,

Cyberknife of Chattanooga, LLC (Cyberkuile) provides radiation therapy services,
specifically robotic stereotactic tadiosutgical services, through the use of 2 cyberknife
stereotactic xadiosurgery system on the Primary Health System’s campus. At June 30,
9014 and 2013 the Primary Health System owns 51% of Cybetknife’s outstanding
membership units and Cyberknife is fiscally dependent on the Primary Health System.

A condition of admission as a Member of Cybexknifs, is to deliver limited guarauties,
guaranteeing prorata repayment of indebtedness of Cyberdmife incuwred to finance iis
equipment costs and its working capital needs. As of June 30, 2014 and 2013, total
debt outstanding was- $3,679,502 and $3,916,667, respectively, with payments due
through 2016, Management believes that the Primary Health System will not be
required to make any payments related to the guarantes of this indebtedaess.

UT-Erlanger Medical Group, Inc. (the Medical Group) was-formed on June 30, 2011
and will provide professional healthcars and related services to the public through
employed and contracted licensed physicians and other supporting healthcare providers.
The Medical Group has no members; however, the Primary Health System may access
the Medical Group’s services. The Primary Health System is not entitled to any
potential earnings of the Medical Group except for compensation for services rendered
to the Medical group on its behalf. However, based upon the significance of the
Medical Group’s potential operation to the Primary Health Sysiem, management
believes its exclusion would be misleading and as such, inchides the Medical Group as
a component unit, The Medical Group i currently not active.
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CHATTANCOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Statemenis - Continged

Years Ended June 30, 2014 and 2013

Erlanger Health System Foundations (the Foundation): The Foundation assists the Primary
Health System to promote and develop charitable and educational opportunities as they relate to
healthcare sexvices provided by the Primary Health System. The Primary Health System is not
financially accountable for the Foundation and as a result the Foundation has not been included

in the combined financial statements.

Contributions from the Foundation totaling approximately $1,170,000 and $920,000 for the
years ended June 30, 2014 and 2013, sespectively, were recognized as contribution revenue by
the Primary Health System. The Primary Health System provided support to the Foundation of
$730,000 in 2014 and $347,000 in 2013.

Use of Estimates: The preparation of the combined financial statements in conformity with
accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities as of the date of the combined financial statements
and the reported amounts of revenue and expenses during the reporting period. Actual resulis
could differ from those estimates.

Enterprise Fund Accounting: The Primary Health System and its blended coniponent units
utilize the enterprise fund method of accounting whereby revenue and expenses are recognized
on the accrusl basis using the economic resources measurement foeus. -

Recently Issued or Effective Accounting Pronouncements: In June 2011, the Governmental
Accounting Standards Board (GASB) issued Statement No. 63, Financial Reporting of Deferved
Outflows of Resources, Deferved Inflows of Resources, and Net Position. This Statement amends
the net esset reporting requirements of GASB Statement No. 34 and other pronouncements by
incorporating deferred outflows and inflows of resources info the definitions of the required
componenis of the residual measure and renaming that measure as net position, rather than net
assets. The requirements of this. Statement were adopted by the Primary Health System in fiscal
year 2013 and the adoption did not have a material impact on the combined financial statements.

Tu March 2012, the GASB issued Statement No. 65, Ttems Previously Reported as Assefs and
Liabilities. Statement No. 65 establishes reporting standards that reclassify items previously
reported as assets or liabilities as deferred inflows of outflows and was adopted by the Primary
Health System in 2014. GASB Statement No, 65 further requires that costs associated with the

issuance of long-term debt, other than insurance costs, be expensed in the period incurred, rather °

than deferred and amortized over the term of the related debt. As a result of the retroactive
application of this guidance, certain amounts previously reported as of and for the year ended
June 30, 2013, have been restated and a cumulative effect adjustment has been recorded to the
net position as of June 30, 2012. The effect of this application on previously reported combined
financial statement amounts for the Primary Health System reduced deferred financing cost
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System) ' .

DNotes to Combined Financial Staternents - Continued

Years Ended June 30, 2014 and 2013

reported at June 30, 2013 by $3,466,006 and reduced interest expense for the year ended June 30,
2013 by $351,186. : :

Further, GASB 65 requires certain amounts previously reported as assets or lisbilities be
reclassified as deferred outflows or inflows. Such items include the untecognized gain on a sale-
leaseback transaction and losses on previously refunded debt. The 2013 combined finaneial
statements have been reclassified to conform with these provisions of Statement No. 65.

In June 2012, the GASB issued Statement No. 68, Accounting and Financial Reporting for
Pensions. Statement No. 68 provides guidavice for improved accounting and financial reporting
by state and local government entities related to pensions. It also replaces the requirements of
GASB Statement No. 27 and Statement No. 50, as they relate to pensions that are provided
through pension plans administered as trusts or equivalent amangements that meet certain
criteria. Additionally, the GASB issued Statement No. 71, Pension Transition for Contributions
Made Subsequent to the Management Date, which is effective concurrent with Statement No. 63.
Among other requircments, the Primary Health System will have to record a net pension liability
that is based on fiduciary plan net position rather than on plan funding an provide explanatory
disclosures in the notes to the financial statements. These Statements are required for fiscal years
beginning after June 15, 2014 with early adoption encouraged. These Statements will be
effective for the Primary Health System in 2015 and management and its actuaries are currently
evaluating its impact on the combined financial statements.

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at rates which reflect the amount expected to
be collected. et patient service févenue includes amounts estimated by management to be
reimbuxsable by third-party payer programs under payment formulas in effeci: Net patient
revenue also includes an estimated provision for bad debts based upon management’s evaluation
of collectability based upon the age of the receivables and other criteria, such as payer
classification and management’s assumptions about conditions it expects to exist and courses of
action it expects to teke, The Primary Health System’s policies do not require collateral or other
seourity for accounts receivable, although the Primary Health System routinely accepts
assignment or is otherwise entitled to receive patient benefits payable under health insurance
programs, plans or policies. Supplemental payments from the State of Tennessee are recognized

when determinable (see Note B).

Charity Care: The Primary Health System accepts patients regardless of their ability to pay. A
patient is classified as a charity patient by reference fo certain policies established by the County
Auditor with regard to the Hamilton County indigent program or by the Primary Health System
for other patients. Essentially, these policies define charity services as those services for which
minimal payment is anticipated. In assessing a patient’s inability to pay, the County and the
Primary Health System utilize the generally recognized poverty income levels, but also include
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CHATTANCGOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)

Notes to C'ombz 1ed Financial Stateinends - Continued

Years Ended June 30, 2014 and 2013

certain cases where incurred charges are significant when compared to the income of the patient.
These charges are not included in net patient service revenue.

Cash Equivalenis: The Primary Health System cousiders all highly liquid investments with
maturities of three months or less when purchased, excluding amounts whose use is limited by
board designation, held by rustees under indenture agreement, or otherwise restricted as to uss,

to be cash equivalents.

Inventories: Inventorles comsist principally of medical and surgical supplies, general store
supplies, and pharmacy items and are stated at lower of cost (first-in, first-out) or fair market

value.

Tivestmerts: The Primary Health System’s investments (mcludmg assets limited as to use) are
reported at fair market value based on quoted market prices. Assets limited as to use include
funds designated by the Board, funds held by trustees under trust indentures, and funds restricted
by donors or grantors for specific purposes. The Primary Health System comsiders those
investments with maturities of more than three months when purchased, maturing in more than
one year and whose use is not limited by board designation, held by trustees under indenture
agreement, or otherwise restricted as to use, to be long-term investments. Investments, including
assets limited as to use, consist of United States government, govemment agency and municipal
bonds, corporate debt and other short-term investments.

Temporary Investments: The Primary Health System considers all highly lignid investments
with maturities of more than three months when purchased and maturing in less thab one year,
excluding amounts whose use is limited by board designation, held by trustees under indenture
agreerhent, or otherwise resiricted as to use, to be temporary invesiments. Temporary
investments consist primarily of United States gavemment agency bonds, municipal bonds and

commerclal paper.

H
H

Derivative Instruments: The Primary Health System records all derivatives as assets or liabilities

on the combined statements of net position at estimated fair valus and includes credit value

adjustments. The Primary Health System’s derivative holdings consist of interest rate swap
agreements. Since these derivatives have nof been determined to be effective, the gain or loss
resulting from changes in the fair value of the derivatives is recognized in the accompanying
comabined statements of revenus, expenses and changes in net position. The Primary Health
System’s chjectives in using derivatives are to take advantage of the differences between taxable

and tax-exempt debt, and manage exposure to interest rate risks associated with vatious debt

instraments (see Note N),

Net Property, Plant and Equipment: Property, plant and equipment is recorded on the basis of
cost. Donated assets are recorded at their fair market value at the date of donation. Leases that
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CHATTANQOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exlanger Health System)

Notes to Combined Financial Statements - Continued

Years Ended June 30, 2014 and 2013

are gsubstantially installment purchases of property are recorded as assets and amortized over
their estimated usefill lives ranging from three to thirty years; related amortization is included in
depreciation expense. Depreciation expense is computed over estimated service lives of the
respective classes of assets using the straight-line method. The Primary Health System has
established a capitalization threshold for property, plant and equipment of $2,500 except for
coraputer equipment, which has a threshold of $1,000. Interest expense and interest income on
borrowed funds related to construetion projects are capitalized during the construction period, if
material. Costs of maintenance and repairs are charged to expense as incurred.

The Primacy Health System reviows the camying value of capital assets if facts and
ciroumstances indicate that recoverability may ‘be impaired. A capital asset is considered
impaired when its service utility has declined significantly and unexpectedly. The Primary
Health System did not experience any prominent events or changes in circumstances affecting
capital assets which would require determination as to whether impairment of a capital asset has

occutred during the years ended June 30, 2014 and 2013.

Compensated Absences: The Primary Health ‘System recognizes an expense and accrues a
liability for employees’ paid annual leave and short-ferm disability in the period in which the
" employees’ right to such compensated absences are carned. Liabilities expected to be paid
within one year are included as accrued salaries and related liabilitles in the accompanying

combined statements of net position. -

Prepaid Bond Insurance: Deferred financing costs consist of insurance costs associated with
bond issues and are being amortized, generally, over the terms of the respective debt issues by

the effective interest method.

TFacome Taxes: The Primary Health System is exempt from income taxes under Seotion 501(2)
as an organization described in Section 501(c)(3) of the Tnternal Revenue Code (IRC). In
addition, it qualifies for exemption from federal income faxes pursuant fo IRC Section 115 as an
instrumentality of the State of Tennessee. Therefore, no provision for income taxes has been
recognized in the accompanying combined financial statements for the Primary Health System.
Certain tax refurns that are required for the years ended June 30, 2010 through 2013 are subject

to examination by taxing authorities.

As a for-profit entity, ContinuCare is subject to state and federal income taxes. ContinuCare
HealthServices, Ino. and its subsidiary file consolidated federal income tax returns separately
from the Primary Health System. At June 30, 2014 and 2013, ContinuCare had no significant
uncertain tax positions. Tax returns for the years ended June 30, 2008 through 2013 are subject

to examination by taxing suthorities.
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Stafemeriis’ ~ Continued

Years Ended June 30, 2014 and 2013

As a Limited T iability Corporation, Cyberknife, a discretely presented component unit, is subject
to State of Tennessee incoms taxes. At June 30, 2014 and 2013, Cyberknife had no significant
uncertain tax positions. Tax refurns for the years ended June 30, 2010 through 2013 are subject

to examination by taxing authorities.

Contributed Resources: Resources resiricted by donors for specific operating purposes are held
as yesiricted funds and are recognized as operating or capital contributions in the accompanying
combined financial statements. When expended for the intended purposs, they are reported as
operating distributions and are recognized as other operating revenue. Contributed resources
consist of amounts restricted by donors for specific purposes. Fundraising expenses dre nefted

against contributions recognized.

Ne# Position: The net position of the Primary Health System is classified into three components.
Net investment in capital assets consists of capital and other assefs net of accumulated
depreciation and reduced by the current balances of any outstanding borrowings used to finance
thé purchase or construction of those assets. The resfricted expendable net posifion consists of
assets fhat must be nsed for a particular purpose that are either externally imposed by creditors,
grantors, confributors or laws or regulations of other governments or imposed by law through
constitutional provisions or emabling legislation. The unrestricted net position is remaining
assets that do not meet the definition of ret investment in capital assefs or restricted expendable.

Feir Value of Financial Instruments: The carrying amounts reported in the combined statements
of net position for cash, accounts receivable, investments, accounts payable and accrued

expenses approximate fair value. -

The catrying value of long-term debt and capital lease obligations (including the current poxtion)
was $170,130,355 as of Tune 30,2014 and $178,238,049 s of June 30, 2013. The estimated fair
value of long-term debt and oapital lease obligations (including current portion) was
$175,879,323 and $186,227,537 as of June 30, 2014 and 2013, respectively. The fair value of
long-term debt related to fixed interest long-term debt and capital lease obligations was

estimated using discounted cash flows, based on the Primary Health System’s incremental

borrowing rates or from quotes obtained from investment advisors. The fair value of long-term
debt related to variable rate debt approximates its carrying value.

Subsequent Events: The Primary Health System evaluated all events or transactions that
goeurred after June 30, 2014 through September 17, 2014 , the date the combined financial

statements were available to be issued.

Reclassifications: Tn addition to the adoption of GASB Statement 65, discussed previously,
certain reclassifications have been mads to the 2013 combined financial statements to conform

with the 2014 combined financial statement presentation. :
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/bfa Exlanger Health System)

Notes to Combined Finencial Staternenits - Continued

Years Ended June 30, 2014 and 2013
NOTE B-NET PATIENT SERVICE REVENUE

A reconciliation of the amount of services provided to pa;‘cients at established fates by the
Primary Health System to net patient service revenue as presented in the combined statements of
revenue, expenses snd changes in net pnerﬂon for the years ended June 30, 2014 and 2013 is as

follows:

Primary Health System

2014 2013
Inpatient service chatges $ 1,053,446,232 $ 986,725,639
Outpatient service charges 810,507,858 706,628,068
Gross patient servics charges 1,863,954,090 1,693,353,707
Less: Contractual adjustments and other dlscounts 1,099,744,626 © 991,945,605
Charity care 109,777,939 101,729,252
Estimated provision for bad debts 83,167,328 73,539,550
1,292,689,893 1,167,214,407
Net patient ssrvice revenue $ 571,264,197 $ 526,139,300

Charity Care and Commumity Benefit: The Private Act of the State of Tennessee establishing the
Primary Health System obligates the Primary Health Sysiem-to maks its facilities and patient
care programs available to the indigent residents of Hamilfon County fo the extent of funds
appropriated by Hamilton County and adjusted operating profits, ss defined. The annual
appropriation from Hamilton County totaled $1,500,000 for fiscal year 2014 and 2013. Total
charity care charges for sexrvices provided to the certified indigent residents of Hamilton County
(net of the appropriation) were approximately $19,336,000 and $23,757,000 for the years ended
Tune 30, 2014 and 2013 for the Primary Health System,

In addition to charity care provided to specific patients within the hospital setting, the Primary
Health System algo pmwdés unreimbursed services to the community which includes free and
low cost health screenings, The Primary Health System also hosts health fhirs'and helps sponsor
many other events that are free to the public and are spread throughout the yeat in various

cornmunity locations,

The Primary Health System’s Community Relations depariment, which conducts health,
wellness, safety education classes and health screenings, includes Erlanger HealthLink Plus, a
free adult membership program with over 15,000 members in the Chattanooga Statistical
Metropolitan Service Area. The program provides over 16 classes and/or screenings and fitness
opportunities per month that are free or at a low cost to members and to the community. These
classes and sereenings are held in two primary locations with additional clesses at safellite
locations in the region. As part of Comnmnity Relations, Safe & Sound, an injury prevention
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service of Children’s Hospital, offers free educational events regarding childhood injury
prevention, including free car seat inspection and installation workshops. The Community
Relations program utilizes the semces of physicians, nurses, volunteers, educators, registered
dietitians, social workers, secretaries and management personnel of the Primary Health System.’
The Primary Health System’s consumer call center, Erlanger HealthLink (423-778-LINK) is a
free call center staffed by RI's to answer health questions, offer free physician referrals and {o
register participants in the programs offered by Communify Relations, Women’s & Infant
Sexvices and other departments and divisions of the Primary Health Syster.

Ukecompensated Care Costs: The following table summarizes the estimated total uncompensated
care costs providéd by Exlanger Medical Center as defined by the State of Tennessee for the

years ended June 30, 2014 and 2013:

2014 2013
Uncompensated cost of TennCare/Medicaid $ 27,610,055 § 28,228,719
Traditional charity uncompensated_ costs . 33,421,647 . 33,423,115
Bad debt cost 25,128,811 23,429,117
Total estimated uncompensated care costs $ 86,160,513 § 85,080,951

The uncompensated cost of TennCare/Medicaid is estimated by taking the estimated cost of
providing care to the TennCare/Medicaid patients less payments from the TennCare and
Medicaid programs. The payments exclude revenues from essential access and other, one-time
supplemental payments from TennCare of approximately $12,756,000 end $10,615,000 for the
yoars ended June 30, 2014 and 2013, respectively, as such payments are not guaranteed for

future periods.

Revenue from Significant Payers: Gross patient service charges rélated to the Medicare program
. accounted for approximately 32.7% and 29.6% of the Primary Health System’s patient service
charges for thie years ended June 30, 2014 and 2013, respectively. Gross patient service charges
related to the TennCare/Medicaid programs accounted for approximately 21.6% and 24.1% of
_the Primary Health System’s patient sexrvice charges for the years ending June 30, 2014 and

D013, respectively. TennCare typically reimburses providers at an amount less than their cost of

providing services to TennCare patients. At June 30, 2014 and 2013, the Primaty Health System
has a credit concentration related to the Medicare and TennCare progtams.

During 2014 and 2013, the Primary Health System recognized revenue from these programs
related to disproportionate share payments and trauma fund payments of approximatsly $926,000

and $9 622,000, respectively. Such amounts are subject to audit and future distributions wder

these programs are not guaranteed. Addxtlonally, in 2014 the Primary Health System received a
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net payﬁent of $19,587,000 from the Public Hospital Supplemental Payment Pool. Such
amounts are expected to be received as longas the current TennCare waiver is infact.

Laws and regulations governing the Medicare and TennCare/Medicaid programs are complex
and subject to interpretation. As a result, there is at least a reasonable possibility that recorded
estimates, as they relate to revenue recognized from these programs, will change by a material
amount in the near term. The estimated reimbursement amounts are adjusted in subsequent
periods as cost reports are prepared and filed and as final settlements are determined. Final
determination of amounts earned undet prospective payment and cost reimbursement activities is
subject to review by appropriate governmental authorities or their agents. Management believes
that adequate provisions have been made for adjustments that may result from final
determination of amounts eamned under Medicare and Medicaid programs, The effect of prior
year cost Teport settlements, or changes in estimates, increased net patient service revenue by
approximately $2,310,000 in 2014 and by approximately $2,163,000 in 2013.

The Primary Heéalth System has also enfered into reimbursement agreements with certain
commercial insurance companies, health maintenance organizations and preferred provider
organizations. The basis for reimbursement under thesc agreements includes prospectively
determined rates, per diems and discounts from established charges.

NOTE C—CASH AND CASH EQUIVALENTS

Cash and cash equivalents reported on the combined statements of et position include cash on
hand and deposits with finaneial institutions including demand deposits and cettificates of

deposit. - :
" 'The camrying amount of cash and cash equivalents consists of the following at June 30:

Primery Health System

| : 2014 2013
Demand deposits o $ 42,001,383 § 15,087,535
Cash on hand ,‘ 9,979 9,904
Cosh equivalents , 2,190,702 2,153,466

$ 44202,064 § 17,250,905

Cash equivalents include money market accounts that are held in investment accounts and meet
the definition of a cash equivalent. ' '

Bank balances consist of the following at June 30:
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Primary Health System
2014 2013
Insured (FDIC) 3 583,952 § 622,493
Collateralized under the State of Tennessee Bank
Collateral Pool 42,479,795 21,221,755
Other - 272,275

$ 43,063,747 $ 22,116,523

The Primary Health System’s deposits would be exposed o custodial eredit risk if they are not
covered by depository insurance and the deposits are uncollateralized or are collateralized with
securities held by the pledging financial institutions trust depariment or agent but not in the
depositor government’s name. The rigk is that, in the event of the failure of a depository
financial institution, the Primary Health Systam w111 not be able to recover deposits or will not be
able to recover collateral securities that are in the possession of an outside patty.

NOTE D--DISAGGREGATION OF RECEIVABLE AND PAYABLE BALANCES

Potlent dccounts Receivable, Net: Patient accounts receivable and related allowances are as
follows at Juns 30; f

Primary Healih System
_ 2014 . 2013
Gross patient accounts receivable $ 302,865,848 § 270,824,481
Estimated allowances for contractual adjustments and
uncollectible accounts . (223,436,887)  (197,262,812)
Net patient accounts receivable § 79428961 $§ 73,561,669

Other Current Assets: Other current assets consist of the following af June 30:

g : Primary Health Sysiem

' 2014 2013
Prepaid expenses $ 5,662,522 § 5,205,938
Other receivables 8,429,197 14,923,382
Total other current assets $ 14,091,719 $ 20,129,320

28

A— 121



144

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System) '

Noies to ComBined Financial Stetements - Confinned

Years Ended June 30, 2014 and 2013

Accounts Payable and Accrued Expenses: Avcounts payablo and accrued expenses consist of the
following at June 30: , .

Primary Health System

2014 2013
Due to vendors ' §  39,008464 § 44,847,075
Other 2,939,796 2,098,648
Total accounts payable and accrued expenses $ - 41,948260 $§ 46,945,723

Other Long-Term Liabilities: Other loﬁg-tem liabilities, and the related activity, consist of the
following at June 30:

Belanezas Unearited.
Begianing of - Unearned Revemge Chenge in Bolanceni |
Yeer Revenwe  Becognized — Hsfimale Other Epd of Year
2014 '
Compensated sbsences $ 10638408 % - § - 8 -8 ~ § 10,633,408
Medical malpractice 4,985,000 - - 81,000 - 5,066,600
Job injury program 1,253,139 - - -, - 1,253,139
Interest rate swaps 4,856,429 - _— - (873,783) 3,982,646
Cther 3,367,250 - (393,607) - - 2,973,643

$ (393607 $ 81000 § (873,783)' § 23,913,836

Total other long-torm lebilities § 25,100,226 §

2043 :
Compensated gbsences $ 10,638408 % - 3 - 8 - 8 - $ 10,638,408
Medical melpractice - 5,463,500 - - (477,500) - 4,985,000
Job injury program 916,104 - - 337,035 - 1,253,139
Tnterest rate swaps 7,112,464 - - - {2,256,035) 4,856,429
Other 623,000 2900000  (155,750) . . 3367250

Total other long-term lishilitles § 24,752,476 $ 2,900,000 § (155750) § (140465) § (2,256,035 § 25,100,226

NOTE E-NET PROPERTY, PLANT AND EQUIPMENT

Net property, plaut and equipment activity for the Primary Health System for the years ended
June 30, 2014 and 2013 consisted of the following:

Balgrice : Bealonce Brlgnce
of Jime Redurfions/ a June Reducilons/ of June
30,2012 Additions Transjers 30,2013 Additions Transfers 30, 2014
Capital asests: :
Land end improvements ~ § 25,355,906 § 298,962 § - § 25654868 § 312,049 § - § 25966917
Buildings 223,875,935 6,845,858 - 230,721,793 2,900,701 . - 233,622,494
Bquipment 350,516,661 20,581,177 (4.240,082) 366,857,756 14,813,614 (4,980,876) 376,690,494

599,748,502 27,725,997 (4,240,082) 623,234,417 18,026,364 (4,980,876) 636,279,905
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Balores ' Balance Balgice
at June Reductions/ ot June HReductlons/ ot June
30,2012 Additions Transfers 30, 2013 Additions Trensfers 30,2014

Accunmlated depreciation ¢ '
Landendimprovements  (11,225230)  (3983%6) . - (IL@35%)  (449,132) - (1207718

Brildings (161,792,780)  {7.808,629) 319,543 (169,281,866)  (6,612,804) - (176,094,670)
Equipment (275,787,226)  (18,649,088) . 3,692,069 (290,744,245)  (18,920,746) 4,805,755 (304,858,236)
(448,805,236)  (26,856,073) 4,011,612 (471,649.697)  (26,182,682) 4,805,755  (493,026,624)
Crpitel assets ot of ) '
eccumnlated depreciation 150,943,266 869,924 (228,470) 151,584,720 (8,156,318) (175121) 143,253,281

Construction fn progress GAMBST V4935606 | (12321,668) 9388855 10852113 (14949045 5291923
. $ 157,718,063 § 25805550 § (22,550,138) § 160,973,575 § 2,695,795 §(15,124,166) § 148,543,204

Depreciation expense totaled $26,182,683 and $26,856,073 for the years ended June 30, 2014
and 2013, respectively. Construction in progress-at Juns 30, 2014 consists of various projecis for
‘additions and renovations to the Primary Health System’s facilities. The estimated cost to
complete construction projects is approximately $10,320,000.

During 2012, the Primary Health System entered into an agreement to sell certain professional
office buildings (POBs) and concurrcntly entered info agreements to lease space fiom the
purchaser. The sales price of the POBs was approximately $13,333,000, and a gain of
approximately $6,695,000 was realized. Since the Primary Health System is leasing back certain
space, a portion of the gain has been deferred and is being recognized over the terms of the
leases. Amortization of the deferred gain is included in nop-operating revenue (expenses) for the
years ended June 30, 2014 and 2013.

The leases entered into (or committed to) under this sale/leaseback agreement include certain
leases which meet the criteria for capitalization and are inclnded in Note M.

NOTE F—~INVESTMENTS AND ASSETS LIMITED AS TO USE

The Primary Health System invests in United States government and agency bonds, municipal

bonds, corporate debt, certificates of deposit and short-tenm money market investrdents that are

in accordance with the Primary Health System’s investment policy. Temporary investments at
Junie 30, 2014 consist primarily of cash equivalents, government bonds and commercial paper.

The carrying and estimated fair values for long-term investments, and assets limited as to uss, hy
type, at June 30 are as follows:
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Primary Healih Systeim
2014 © 2013

U.S. Government and agency bonds, including municipal $ 108,694,164 3§ 111,569,814

bonds, mutual funds, and other

Corporate bonds and commexcial paper 7,004,219 4,348,798
Short-term investments and cash equivalents 16,556,196 . 16,131,637
Total investments and assets limited as to use $ 132254579 § 132,050,249

Assets imited as to use are classified as follows:

Primary Health Systemn

. 2014 2013
Capital investment funds $ 101,463,961 § 99,572,404
Under bond indentures - held by trustees ' 20,879,910 20,901,235
Selfiinsurance trust 6,098,629 6,318,010
Restricted by donors and ofher 3,485,940 3,467,654
' 131,928,440 130,259,303
Less curent portion . 0] (28,275)
Total assets whose use is limited $ 131,928433 § 130,231,028

Assets limited as to use for capital improvements are to be used for the replacement of property
and equipment or for any other pucposes so designated.

Funds haid by trustees under bond indenture at June 30 are as follows:

' _ Primary Health Syster

! 2014 © 2013
Debt service teserve funds $ 20,725,843 $ 20,718,915
Principal and inferest funds ' 7 28,275
Other funds 154,060 154,045

Total finds held by trustees under bond indenture $ 20,879,910 § 20,901,235

These funds held by trustees consist primarily of United States government agency obligations,
state and local government obligations, corporate debt, and other short-term invesiments and
cash equivalents. The debt service reserve fund is fo be used only to make up any deficiencies in

other funds related fo the Hospital Revenue and Refunding Bonds Series 19974, Series 1998A,
Seties 2000 and Series 2004. The principal and interest funds are to be used only to pay
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principal and interest, respectively, on the Series 1997A, Series 19984, Seties 2000 and Series
2004 bonds. )

The Prnna.ry Health System’s investment policy specifies the types of investments which can be
included in board-designated assets limited as to use, as well as collateral or other securify
requirements. The investment policy also specifies the maximum maturity of the portfolio of
board-designated assets. Assets limited as to use and held by trustees are invested as permitted

by the bond indenture.

Custodial Credit Risk: The Primary Health System’s investment securities are exposed to
custodial credit risk if the securities are uninsured, are not registered in the name of the Primary
Health System, and are held by either the counterparty or the counterparty’s trust department ot
agent but not in the Primary Health System’s name. The risk ia that, in the event of the faiture of
the counterparty to a {ransaction, the Primary Health System will not be able fo recover the value
of the investment or collateral securities that ate in the possession of an outside party.

As of Tune 30, 2014 and 2013, the Primary Health System’s investments, including assets limited
as to use, were comprised of various shori-term investments, U.S. govemment and government
agency bonds, municipal obligations, corporate bonds, commercial paper, and other U.S.
Treasury obligations. Substantially all of the Primary Health System’s investments, including
assots limited as to use, are uninsured or unregistered. Securities are held by the counterparty, or
by its trust department or agent, in the Primary Health System’s name.

Congcentration of Credit Risk: This is the risk associated with the amount of investments the
Primary Health System has with any one issuer that exceeds 5% or more of its total investmenis.
Investments issued or explicitly guaranteed by the U.S. Government and investments in mutual
funds, external investment pools, and other pooled investments are excluded from this
requirement. The Primary Health System’s investment policy does not restrict the amount that
may! be held for any single issuer. At June 30, 2014, none of the Primary Health System’s
investments with any one issuer exceed 5% of its total investments except certain U.S.

Govemment agencies.

Credit Risk: This is the risk that an issuer or other counterparty to an investment will not fulfill
its obligations. GASB No. 40 requires that disclosure be made as to the credit rating of all debt
security investments except for obligations of the U.S. Government or obligations explicitly
guaranteed by the U.S. Government. The Primary Health System’s investment policy provides
guidelines for its fund managers and lists specific allowable investments. -

The eredit risk profile of the Primary Health System’s investments, including assets limited as fo
use (excluding U.S. Government securities), as of June 30, 2014, is as follows:
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Balance as Rating
of June 30,
Tnvestment Type 2014 Add AA’ A BBB NA
V.8 Government : )
 agency bonds '$ 46375721 $44,799453 § 1,576268 § - & - 8 -
Mubicipal bonds 7,226,430 2,259,170 3,958,340 1,008,920 - -
Bond muinal fiunds : " . . 5
end other 5,575,435 5.575,435 - - - -
Corporate borids and o
" commercial paper 1,428,784 - .- 1,428,784 - -
Cash equivalents 16,556,196 - - - - 16,556,196
Total investments $ 77,162,566 $52,634,058 $ 5534608 § 2437,704 § - _$ 16,556,196

Investment Rate Risk: This is the risk that changes in interest rates will adversely affect the fair
value of an investment, The Primary Health System’s investment policy authorizes a strategic
asset allocation that is desigried to provide an optimal retun over the Primary Health System’s
investment horizon and within specified xisk tolerance and cash requirements.

The distribution of the Primary Health System’s investments, including assets limited as to use,
and excluding the self-insurance trust, by maturity as of June 30, 2014, is as follows:

Remgining Mefurity
Beloncass 12
of Fune 30, moanths 13-24 25-60 Over 68
Invesient Iype 2814 or less Monfhs Moznks HMownths NA
U.S. Government bonds
and agenoy funds $ 101,467,734 § 15,624,278 § 34,072420 § 14,086,664 §$ 37,684,372 $ -
Muricipal bonds 7,226,430 3,032,240 3,192,400 1,001,790 - -
Corporate bonds and . '
commerolal paper 1,428,784 1,428,784 - - - -
Cash equivalents 16,033,002 16,033,002 - - - -
Total investments $ 126,155,950 § 36,118,304 3 37, 264 820 § 15,088,454 5 37,684,372 § -

Additionslly, the distribution of the Primary Health System’s investments held under the self-
insurance trust as of Juns 30, 2014, is as follows:

Remaining Maturity
Balance as 24 )
of Furie 36, months 25-60 61-120 Over 120
Investuient Type 2014 or lesg Mortks Mansihy Mowntks N/A
Bond Mutual Funds $ 5575435 $ - 8 - 3 .- 8 - § 5575435
Cash equivalents 523,194 523,194 - - - -
Total investments $ 6098629 $ 523,194 § - § - % - § 5575435
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NOTE G--LONG-TERM DEBT . .
Long-term debt at June 30 consists of the following:

Primary I;Iealfh Systemn
2014 2013

Revenue and Refunding Bends, Series 2004, net of bond
 discount of $443,199 in 2014 and $532,793 in 2013
and including bond issue premium of $1,302,656
in 2014 and $1,443,483 in 2013 $ 66,859,457 $ 71,955,690
Hospital Revenue Refunding Bonds, Series 2000, ' .
including bond issue premium of $258,296 in 2014

and $281,255 in 2013 32,558,296 34,581,255
Hospital Revenue Bonds, Series 1998A, net of bond '

discount of $265,846 in 2014 and $280,615 in 2013 18,159,154 18,329,385

Hospital Revenus Bonds, Taxable Series 1997A 41,000,000 41,000,000

Total bonds payable 158,576,907 165,866,330

Other Loans and Notes Payable 4,978,158 5,630,515

Capital leases - Note M 6,575,290 © 6,741,204

170,130,355 178,238,049

Less: curent portion - (10,809,288) (8,058,625)

$ 159,321,067 § 170,179,424

. During fiscal year 2011, the Primary Health System entered into a term loan (the Loan) with a
Snancial institution in the maximum amount of $7,000,000 fo finance the acquisition of the
Lifestyle Center property. The rate of interest on the loan is a fixed rate equal to 5.45%.
Monthly payments of principal and interest are payable on the first day of each month for a 10
year term beginning December 1, 2010, with a final payment equal to the unpaid principal plus
accrued and unpaid interest due at maturity. The loan contains cerfain covenants and restrictions.
Managetment believes the Primary Health System wes in compliance with all such covenants at

Tuue 30, 2014,

During fiscal year 2010, the Primary Health System remarketed the Series 2004 Hospital
Revenue Refunding Bonds (Series 2004) and the Series 2000 Hospital Revemue Refunding
Bonds (Series 2000), as described below, and converted such bonds from a variable auction rate

to a fixed rate.

On Jammary 1, 2004, the Primacy Health System issued $85,000,000 insured Series 2004 bonds
for the purpose of refunding $80,925,000 of the total outstanding Series 1993 bonds (described
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below). The Primary Health System also utilized the proceeds to pay certain issuance costs and .
contributed a portion of the bond proceeds in the amount of $1,633,658 fo establish a debt

service fund.

The Series 2004 bonds were issued on patity, with respect to.collateral, with other outstanding «
bonds, described below. The Series 2004 bonds are also secured by a mortgage on a portion of
the Primary Health System’s main campus. The Series 2004 bonds mature annually on October
1 beginning in 2010 through 2023 in varying amounts. The Series 2004 bonds maturing after
QOctdber 1, 2019 (excluding those maturing on October 1, 2023) may be redeemed by the
Primary Health System after October 1, 2019 at a redemption price equal to the principal amount
plus accrued intezest. The bonds maturing on October 1, 2023 may be redeemed prior fo
* maturity pursuant fo the extraordinary optional redemption and redemption upon damage or
condemnation provisions as deseribed in the Rematketing Memorandum by the Primary Health
System after October 1, 2014 at a redemption price equal to 100% of the principal amount plus
acerued interest. Interest rafes for the outstanding Series 2004 bonds range from 3.0% to 5.0%.

In August 2000, the Primary Health System issued $47,300,000 insured Seties 2000 bonds for
the purpose of refunding $40,000,000 of then outstanding Seties 1987 bonds aund funding a debt
service reserve find in an original amount of $4,407,377 aud to pay issuance costs. The Series
2000 bonds were issued on parity with other outstanding bond issues. The Series 2000 bonds
consist of term bonds maturing on Cctober 1, 2023 and sexfal bonds maturing on October |
annually beginning in 2010 through 2025. The bonds maturing on October 1, 2023 are subject to
mandatory sinking fund redemption prior to maturity and without premium at the principal
amount thercof on October 1. The Series 2000 bonds maturing after October 1, 2014 may be
redesmed by the Primary Health System after October 1, 2014 at a redemption price equal to the
principal amonnt plus acerued interest.

Tnterest rates for the Series 2000 ouistanding bonds are as follows:

Series Bonds - 3.75%t0 5.0%
Term Bonds -« 5.0%

The Primery Health System’s 1997A and 1998A Hospital Revenue Bonds (Series 1997A. and
Serles 19984, respectively) were issued to fund capital improvemients for Erlanger Medical
Center and establish a debt service reserve fund (1998A only) in an original amount of

$2,174,125.

The Series 1997A bonds are taxable and are secured on a parity under a Master Trust Indenture
with other outstanding bond issues. The 1997A bonds mature beginning in fiscal year 2015
through fiscal year 2028. The 1997A bonds are subject to optional redemption at 100% plus
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acerued interest and interest is payable at a varigble auction rate for a 35-day period, which was
0.42% at June 30, 2014 and 0.49% at Junc 30 2013

The Series 1998A insured bonds are tax—exampt snd consisted of $6,080,000 senal bonds
maturing annually on October 1 of each year through 2013 in varying amounts; and term bonds
.maturing on October 1, 2018 and 2028 ($5,825,000 and $17,095,000, respectively). Such bonds
are secured on parity with other outstanding bonds. The bonds maturing after October 1, 2008
may be redéemed, by the Primary Health System after April 1, 2008 at amounis ranging from
100% to 101% of par value plus accrued interest. ,
)
- Tnterest rates for the outstanding Series 1998A. bonds are as follows:

$ 6,080,000 Serial Bonds - 4.,75%105.00%
$ 5,825,000 Term Bonds - 5.0%
$17,095,000 Term Bonds -~ 5.0%

During fiscal year 2002, the Primary Health System defeased $5,320,000 of the 1998A bond
‘issuance because IRS regulations do not permit tax-exempt debenture proceeds-to be used to
fund for-profit endeavors. These funds were used in the construction of an Ambulatory Surgery
Center. The Primary Health System contributed to an escrow account funds generated from its
operations sufficient to find all prineipal and interest payments for approximately $5,320,000 of
" debentures until maturity. The Primary Health System was released from being the primary

- obligor and cannot be held liable for the defeased obligation, of which approximately $4,140,000
remains outstanding at June 30, 2014,

The trust indenfures and related documents underlying the bonds contain certain covenants and

resirictions. As of June 30, 2014, management belisves the Prlmary Health System is in

compliance with all such covenants.

The Primary Health System’s scheduled principal and interest payments (estimated for variable
rate debt based on rates at June 30, 2014) on bonds payable aud other long-term debt (excluding
capital leases) are as follows for the years ending June 30:
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Principal " Inferest Total
2015 ; $ 10,613,005 § 5,868,787 $ 16,481,792
2016 11,637,069 5,391,616 17,028,685
2017 11,723,446 4,945,072 16,668,518
2018 12,674,484 4,515,962 17,190,446
2019 13,242,765 4,001,214 17,243,979
2020-2024 71,002,389 12,068,476 83,070,865
2025-2029 31,810,000  ° 1,748,790 33,558,790

TOTAL $§ 162,703,158 § 38,539,917 § 2{11 243,075

Long-term debt activity for the Primary Health System for the years ended June 30, 2014 and
2013 consisted of the following:

EBalmnce EBalatice Balance
&t Jimie Addidons/  Reductions/ at June Additions  Reducifons/ atJeme |
30,2012  Amoriizedons  Aeeieffons 30,2613 Amortizations  Accretions 30,2014

Bonds Payable < e
Series 2004 © % 76754321 8 152,197 § 4,950,828 § 71,955,690 § 80,594 § 5,185,827 § 66,859,457
Series 2000 36,404,215 - 1,822,960 34,581,255 - 2,022,959 32,558,296
Series 1998A 18,859,616 14,769 545,000 18,325,385 14,769 185,000 18,159,134
Series 1997A. 41,000,000 i - - 41,000,000 - - A1000,000

. Tofel bonds payeble 173,018,152 166,966 7,318,788 165,866,330 104,363 7,393,786 158,576,907

Tema Loan 6,282,804 - . 652379 . 5630515 - 652,357 4,978,158

Copital leascs 6,834,667 - . 93468 6,741,204 - 165,914 6,575,290

Total long-crm debt  $ 186,135,713 & 166,956 $ 8,064,630 517'@5238,049 $ 104363 § B8212,057 3170513{7@55

NOTE H--PENSION PLAN

The Primary Health System spomsors- a single-employer, non—contnbutory defined benefit
pension plan covering substantially all employees meeting certain age and service requirements.
In addition to nommal retirement benefits, the plan also provides for early retirement, delayed
. refirement, disability and death benefits. The Primary Health System funds the plan as
" confributions are appmved by the Boatd 'of Trnstees. The Primary Health System has the right to
amend, in whole or in part, any or all of the provisions of the plan. Effective July 1, 2009, the
plan was emended to be closed to new employees o rehires, and to further clatify the maximum
years of service to be 30. During June 2014, the plan was amended to freeze the acerual of
additional benefits going forward. The actuarial computations below do not include the impact

of this amendment.

The plan issues a publicly available financial report that includes a financial statement and
required supplementary information for the plan. That report may be obtained by writing to
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Erlanger Health System, Atfention: Human Resources Department, 975 East Third Street,
Chattanooga, Tennessee 37403 or by calling 423-778-7000,

The annual pension cost and net pensmn obligation for the yoars ended June 30, 2014 and 2013
are as follows: :

Primary Health System
: 2014 . 2013
Annual required confribution $ 12,832292 § 11,165,100
Interest on net pension obligation 782,963 791,073
Adjustment to annual required contribution (1,024,034) (899,189)
Annual pension cost 12,591,221 11,056,984
Contributions made . ; . - (11,165,100)
Change in net pension obligation 12,591,221 (108,116)
. Net pension obligation at beginning of year _ 10,439,507 10,547,623

Net pension obligation at end of year $ 23,030,728 $ 10,439,507

The annnal expected contribution for the years ended June 30, 2014 and 2013, was determined as
part of the Jamwary 1, 2014 and 2013 actuarial valuations, respectively, using the projected unit
credit cost method. The following actuarial assumptions were utilized: '

. 2014 2013
Tnvestment rate of refurn ) 7.5% 7.5%
Projected salary increases 4.0% 4.0%
Inflation ' 25% 2.5%
Tncrease in Social Seourity taxable wage base - 3.5% 3.5%

Annual pension costs, contribution information and the net pension obhgahon for the last three
fiscal years follows:

Three-Yeor Trend Bzf&rmatz‘oa

 Annual Pension Percentage of Net Pension
Fiscal Year Ending Cost (AEC) APC Coniributed Obligation
June 30,2012 $ 10,264,968 101% $ - 10,547,623
June 30, 2013 11,056,984 101% 10,439,507
June 30, 2014 12,591,221 _ 0% 23,030,728
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Years Ended June 30, 2014 and 2013

The schedule of funding progress shown below presents multi-year trend information about
whether the actuarial value of plan assets is increasing or decreasing over time relative to the
actuarial acerued liability for benefits. The actuarial asset values are determined using prior year
valuations with the addition of current year confributions and expected investment refum on
market value of assets based on an assumed rate of 7.5%, and deducting benefit payments and
administrative expenses for the year. The actuarial value of assets was determined using
techniques that smooih ihe effects of short-term volatility in the market value of investments
using an average of cost and market value. The plan will reset the smortization base each year
equal to the unfunded actuarial accrued lisbility to be amortized over a closed 20 year petiod
and using a level dollar amount as the amortization factor.

Schedule of Funding Progress
Actuarial Total : UdAL ss a
Actuorial  Actuarial Accreed Unfunded Annual Percentage
Veluation Value . Liability - 4AL Funded  Covered of Covered
Date of Assefs (4AL) (UAAL)  Ratio % Payrall Payroll
. WU/11 $125335932 § 150,926,741 $25,590,809 83.0% §$ 147,947,134 17.3%
v1/12 124,520,999 160,704,688 36,183,689 775% 138,807,819 26.1%
. 1113 121,700,323 170,980,311 49,279,988 71.2% 121,093,695 40.7%

NOTE I-OTHER RETIREMENT PLANS

The Piimary Health System maintains defined contribution plans under Section 403(b) and
401(a) of the IRC which provides for voluntary contributions by employees. The Plans are for
the benefit of all employees 25 yeats of age or older with at least 12 months of employment.

The Primary Health System matches 50% of each participant’s contribution up to 2% of the
participant’s eamings, Additionally, for gligible employees hired on after July 1, 2009 the
Primary Health System will make profit sharing confributions equal to 3% of their earnings,
regardless if the employee is maling contributions. Employer contributions to the plan were
approximately $1,770,000 and $1,830,000 for the years ended June 30, 2014 and 2013,
respectively. ' ) L

NOTE J-POST-EMPLOYMENT BENEFITS OTHER THAN PENSIONS

The Primary Health System sponsors three post-employment benefit plans other than pensions
(OPEB) for full-time employees who have reached retirement age, as defined. The respective
plans provide medical, dental, prescription drug and life insurance benefits, along with a limited
lump-sum cash payment for a percent of the hours in the participant’s short-ferm disability at
retirement. The postretirement health, dental and prescription drug plan is confribufory and
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contains othér cost-sharing features, such as deductibles and coinsurance. The lifs insurance
plan and the short-term disability are noncontributory. .

Duzing 2014, the postretirement health, dental and prescription drug plan was amended to
increase the amount of required participant contribwtions. Additionally, eligibility for the short-
term disability was limited to employees that had attained age 55 aid completed 10 years of
service as of January 1, 2014 or attained age 65 with at least 5 years of service as of this date.
The lump-sum payout for the short-term disability was also reduced from 50% to 20% of the

amount accumulated.

Beginning in 2018, under the Patient Protection and Affordable Care Act (the Act), a 40% excise
tax will be imposed on the excess benefit provided to an employee or retiree in any month under
.amy employer-sponsored health plan. In the case of a self-insured plan, the plan administrator
must pay the tax, Because of the significant uncertainties tegarding the excise tax on high cost
plans, management of the Primary Health System is evaluating the impact of this Act but does
ot anticipate a material impact on the accrued lisbility at this time; kowever, actual results could

differ from thess estimates.

The following table shows the plans, funded status as of June 30:

2014 2013
Actuarial acerued liability $  16,773,895. % 30,500,450
Market value of assets ; - .
Unfunded actuarial accrued liability _ : $ 16,773,895 $. 30,500,450

The following is a summary of the components of the annual OPEB cost recognized by the
Primary Health System for the years ended June 30: '

, 2014 2013
Annual required contribution $ 2,032,983 § 2,945,355
Interest on the net obligation 153,565 228,288
Adjustment for plan pmendment (3,127,421) e
Amortization of net obligation {152,570) (226,809)
OPEB cost (benefit) recognized $  (1,093,443) §$ 2,946,834

40

A-133



156

CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Exrlanger Health Systern)

Notes to Combined Financiel Statenents - Continned

Years Ended June 30, 2014 and 2013

A reconciliation of the net OPEB obligation for the fiscal years ended June 30 is as follows:

, 2014 2013
Net OPEB obligation beginning of the year o $ 6966545 $ 5,707,193
OPEB cost (benefif) recognized (1,093,443) 2,946,834
Actual contributions ; (2,223,494) (1,687,482)
Net OPEB obligation end of the year $ 3,649,608 § 6,966,545
Trend Information
Arnrgal Percentage of Net OPEB
OPER Cost Arnznpal OPEB Cost Obligation at the
Fiseal Yeor Ending (Benefit) Contributed End of Year -

Yuly 1, 2012 $ 2,666,393 39.6% $ 5707193

July 1, 2013 2,946,834 57:3% 6,966,545

July 1, 2014 (1,093,443) N/A 3,649,608

Schedule of Funding Progress
Unfunded Unfurded Actuaricl

Actwerial - Actwarial  Actuaricl Actuarial Aurual Aceruned Ligbilily as &
Veoluation Value Accried Aecrued Covered FPercent of Covered Fuiided

Date of Asseds Liabitity Liability Payroll Payrolt Rado
Tuly 1,2012 § - $ 28,788,147 $ 28,783,147 $138,807,819 20.7% 0%
July 1, 2013 - 30,500,450 30,500,450 155,727,806 19.6% 0%
July 1, 2014 - 16,773,895 16,773,895 167,104,474 10.0% 0%

The actuarial calculations reflect a long-term perspective. Accordingly, the actuarial valuation
involves estimates of the value of reported amounts and assumptions about the probability of
events far into the future, and actuarially determined amounts are subject to contimal revision as
actual results are compared to past expectations and new estimates ard made about the future.

The schedule of funding progress presents multi-year trend information about whether the
actuarial value of plan assets is increasing or decreasing over time relative to the actuarial
accrued liability. The calculations are based on the benefits currently provided under the terms
of the plan as of the date of each valuation and on the sharing of cost between employer and plan
members at that point.

The actuarial cost method utilized is the unit credit actuarial cost method. The 2014 and 2013
postretirement benefit cost assumed an average weighted annual rate increase in per capita cost
of covered health benefits of 7.4%, decreasing gradually to an ultimate rate of 4.8%,
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The amorhzatxon method used is the level percent of payroll method over a thirty-year
amortization. Other assumptions include a 4% discount rate and assumed salary increases of

4.0% annually until age 65.

The Primary Health System also has a job injury program %o provide benefits to workers injured
in employment-related accidents. This program provides medical and indemnity benefits to
employees injured in the cowrse of employment for a period up to 24 months from the date of
injury. The Primary Health System has recorded a projected liability that is included in other
Iong-term liabilities in the combined statements of net position. The projected lability was
discounted using a 4% rate of return at June 30, 2014 and 2013.

_ NOTE K~MEDICAL MALPRACTICE AND GENERAL LIABILITY CLAIMS

As of January 1, 1976, the Primary Health System adopted a self-insurance plan to provide for
malpractice and general liability claims and expenses arising from services rendered subsequent

to that date. In 1980, the Primary Health System’s Self-Insurance Trust Agresment (the -

Agreement) was amended to include all coverages that a general public liability insurance policy
would cover. In 1988, the Agresment was amended and restated to comply with amendments to
the Tennessee Governmental Tort Liability Act and to formally include any claims and expenses
xelated fo acts of employees of the Primary Health System. The Primary Health System is
fimding actuatial estimated liabilities through a revocable trust fund with a bank. The trust assets
are included as a part of assets limited as to use in the accompanying combined statements of net
position. Such amounts in the irust can be withdrawn by the Primary Health System only fo the
extent there is an actuarially determined excess. The anmual deposit to the self-insurance trust
fund is determined by management based on known and threatened claims, consultation with
legal counsel, and a report of an independent actuary. Losses against the Primary Health Systam'
are generally limited by the Tennessee Governmental Tort Lta,bﬂlty Act to $300,000 for injury or
death to any one person in any one occurrence or $700,000 in the aggregate. However, claims
against healihcare practitioners are not subject to the foregoing limits applicable fo the Primary
Health System. Any such individuals employed by the Piimary Health System, excluding
employed physicians for which the Primary Health System has purchased insurance coverage,
are covered by the Trust to the limits set forth therein.

In the opinion of management, the revocable trust fund assets are adequate at June 30, 2014, to
cover potential lability and malpractice claims and expenses that may have been incurred to that

date.

The Primary Health System provides for claims and expenses in the petiod in which the
incidence related to such claims oceur based on historical experience and consultation with legal
counsel. It is the opinion of mapagement that the reserve for estimated losses and loss
adjustment expense (LAE) at June 30, 2014 is adequate to cover potential lizbility and
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malpractice claims which may have been incurred but not reported (IBNR) fo the Primary Health
System. Such reserve for IBNR claims reflects a discount rate of 5.5% based on the Primary

Health System’s expected investment retum during the payout period.

NOTE L-COMMITMENTS AND CONTINGENCIES

Litigation: The Primary Health System is subject to claims and suits which arise in the ordinary
course of business. In the opinion of management, the ultimate resolution of such pending legal
proceedings has been adequately provided for ir its combined financial statements, and will not
have a material effect on the Primary Health System’s results of operations or financial position.

The prior Chief Bxecntive Officer (CEO) resigned from Erlanger on December 31, 2011, after an
interim CEO (the Bxecutive Vice President) was established December 1, 2011, The interim
CEO was replaced by the current CEO, hired on April 1, 2013. The Exccutive Vice President's
employment at Brlanger ended when her leave expired in June, 2013. She has filed a wrongful
termination lawsuft against Eranger for $25 million, which Erlanger, in conjunction with iis
Directors aod Officers insurance carrier, is cumently defending, The ultimate outcome of this
lawsuit is nncertain.

Regulatory Compliance: The healthcare industry is subject to numerous law and regulations of
federal, state and local governments. These laws and regulations include, but are not necessarily
limited to, matters such as licensure, accreditation, government healthcare program participation

requirements, reimbursement for patient services, Medicars fraud and abuse, and most recently -

under the Provision of Health Insurance Portability and Accountability Act of 1996, matters
related to patient recoxds, privacy and security. Recently, government activity has increased with
respect to investigations and allegations concerning possible violations of fiaud and abuse
statutes and regulations by healthcare providers, such as the Medicare Recovery Audit
Contractor Program, Violations of these laws and regulations could result in expulsion from
government healthcars programs fogether-with the irnposiﬁon of significant fines and penalties,
as well as significant repayments for patient services previously billed. Compliance with such
laws and regulations can be subject to future government review and interprotation: as well as
régulatory actions unknown ox un-asserted at this time.

In the normal course of business, the Primary Health System eontinuously monitors and
investigates potential issues through its compliance program, Cuirently several investigations
related fo potential non-compliance are underway and the Primary Health System recognizes a
lisbility when it is determined fo exist and the amount can be reasonably estimated.
Management currently believes that the Primary Health System is in compliance with applicable
laws and regulations or has reported any amounts payable related kmown violations, including
amounts identified through the Medicare Recovery Audit Confractor program, or similar
initiatives, and any setflemenis will not bave a significant impact on the combined financial
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statements. However, due {0 the uncertainties involved and the status of ongoing investigations,
management’s estimate could chinge in the near future and the amount of the change could be

significant.

iHealth Care Reform: In March 2010, Congress adopted comprehensive healthcare insurance
Jegislation, Patient Care Protection and Affordable Care Act and Health Care and Education
'Reconciliation Act. The legislation, among ofher matters, is designated to expand access fo
covérage to substantively all citizens by 7019 through a combination of public program
expansion aad private industry ¢h insurance. Changes to existing TennCare and Medicaid
coverage and payments are also expected to ocour as a result of this legislation, Implementing
regulations are generally required for these Jegislative acts, which are to be adopted over a pexiod

of years and, accordingly, the speciflc impact of any future regulations is not determinable.

NOTE M~LEASES

Capital: As discussed in Note B, during 2012, the Primary Health System entered into a
gale/leaseback arrangement, under which certain leases of office space saeet the criteria as capital
leases. Interest on these leases has been estimated at 7% per anoum. :

Duing 2011, the Primary Health System acquired a parcel of land from the Industrial
Development Board of the City of Chaitanooga, Tennessee for a nominal amount. The Primary
Healih System also entered into & project development agreement with a developer t0 facilitate
final design, finaneing and construction of & medical office building for the benefit of
Volkswagen Group of America Chattanooga Operations, LLC (V olkswagen) on this land. The
Primary Health System has entered into a forty-year ground lease, with the option of two teni-
renewal terms, of the parcel to the developer. Additionally, in 2012, the Primary Health
System has entered info a twenty yeat lease with the developer for certain space in the medical
office building for a wellness center and other operations under a capital leass agreement.

The éfollowing is an analysis of the property under Qapital Jeases by major classes at June 30:

Printary Health Systein
2014 2013
Buildings 8 6,601,312 $ 6,601,812
Equipment 494,905 494,905
7,026,717 7,096,717
Tess: accumulated amortization (1,177.444) (593,019)

$ 5919273 § 6,503,698
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The following is a schedule of future minimum lease payments under capital leases:

Year Ending June 30, :
2015 $ 773,890
2016 ‘ 739,815
2017 : 729,999
2018 744,453 . )
2019 758,311
2020-2024 3,779,120
2025-2029 4,055,430
2030-2034 1,848,126
Total minimum lease payments 13,430,144
Less: amount representing interest (6,854,854)
Present value of minimum lease payments ’
(including current portion of $196,283) ' $ 6575290

Operating; The Primary Health System rents office space aud office equipment under non-
cancelable operating leases through 2033, containing various lease terms. The leases have other
* yarious provisions, including sharing of cextain executory COSEs. Rent expense under operating
leases was approximately 47,840,000 and $7,450,000 in 2014 and 2013, respectively, Future
sminimum lease commitments at June 30, 2014 for all non-cancelable leages with terms in excess

of one year are as follows:

Year Ending June 30,
2015 $ 6,200,885
2016 3,539,847
2017 3,434,456
2018 2,666,047
2019 ‘ 2,436,867
Thereafter 19,823,183

$ 38,101,285

Rental Revenues: The Prmary Hiealth System leases office space to physicians and others under
various lease agreements with terms in excess of one year. Rental revenuse recognized for the
years ended June 30, 2014 and 2013 totaled approximately $3,688,000 and $4,261,000,
respectively, The following is a schedule of future mininum lease payments to’ be received for

. the years ending June 30:
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Year Ending June 30,
2015 $ 1,915,427
2016 y 1,140,038
: 2017 ‘ 748,170
2018 ‘ 533,963
2019 ‘ 413,203
Thereafter - i 1,302,421

$ 6,053,222

NOTE N-DERIVATIVE FINANCIAL INSTRUMENTS

Simultansons with the issuance of the $85,000,000 Series 2004 bonds discussed in Note G, the
Primary Health System entered into interest rate swap agreements. In an effort to take advantage
of the differences between taxable and tax-exenpt debt, and manage exposure {0 interest rate
risks associated with various debt instruments, the Primary Health System is currently a party to
two distinet interest rate swap agreements with a third party.

With respect to the 1997A. Series bonds, the Primary Health System executed a swap agreement
wherehy the Primary Health System receives a variable rafe equal to the one-month LIBOR~
BBA. rate and pays a fixed rate equal to 5.087% on a nofional amount of $41,000,000. Unless
terminated at an earlier date (at the Prirary Health System’s option), this agreement terminates
on October 1, 2027. '

With respect to the 1998A. Series bonds, the Primary Health System executed a swap agreement
whereby the Primary Health Systera receives a fixed rate of 3.932% and pays a veriable rate
gqual to the Seourities Tndusiry and Financial Markets Association (SIFMA) Whnicipal Swap
Jndex on a notional amount of $16,305,000. Unless terminated at an earlier date (at the Primary
Health System’s option), this agreement terminates on October 1, 2027.

Although fhese swap instruments ate intended to manage exposure to inferest rate risks
associated with the varions debt instruments referred to above, none of these swap agresments
have been deterniined to be effective hedges. Accardingly, the interest rate swaps ate reflected
in the accompanying combined staterents of net position at their aggregate fair value (a net
lisbility of $3,982,646 and $4,856,429 st June 30, 2014 and 2013, respectively) and the changes
in the value of the swaps are reflected as & component of non-operating revenues in the
combined statements of revenue, expenses nd changes in net position.

Management has considered the effects of any credit value adjustment and while management
believes the estimated fair value of the inferest rate swap agreements i3 reasonable, the estimate’
js subject to change in the near texm.
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NOTE 0-MANAGEMENT AGREEMENT

On April 13, 2011, the Primary Health System's Board of Trustees approved a resolution
authorizing a management agreement (the Agreement) between the Primary Health System,
Hutcheson Medical Center, Tnc. and affiliates (collectively, Hutcheson) and the Hospital
Authority of Walker, Dads and Catoosa Counties in Georgia (the Hospital Authority).

Under the terms of the Agreement, the Primary Health System proposed general operating
policies and directives for Hutcheson; was responsible for the day-to-day management of
Hutcheson and provided oversight of ancillary aspects of Huteheson, such as physician practices,
education, research, and clinical services. The Agreement's initial term was to be through March
31, 2021 with the Primacy Health System to have the option to extend the agreement for two
additional five year terms. The Primary Health System was authorized to terminate the
Agreement, without cause, upon written notice at any point subsequent to May 25, 2013. Upon
such termination, Hutcheson was to be obligated to make a Termination Payment to the Primary
Health System consisting of all expenses then owed by Hutcheson and any oufstanding advances
under a Line of Credit Agreement, discussed below. Hutcheson could also terminate. the
agreement without cause at any point subsequent to May 25, 2013 by paying the Termination
Payment, as well as the lesser of 2) $1,000,000 per year for each year the Agreement has been in
place, or b) $1,000,000 less any management fees paid in each Agreement year.

To addition to the Agreement, the Primary Health System agreed to extend a Line of Credit (the
Line) to the Hospital Authority. The maximum amount available under the initial Line was

$20,000,000. During the year ending June 30, 2013, the Agreement was amended to increase the
smaximum smount to $20,550,000. At June 30, 2014, the draws on the Ling totaled $20,550,000,

The Line called for interest only payments each month on the outstanding balance, based on the

Tondon InterBank Offered Rate plus 4% or a rats of 5%, whichever is greater. However, any -

unpaid interest through March 31, 2013 was deferred and to be paid over a tyvelve-month period
commencing on that date. All outstanding draws were due at the maturity date, which is
consistent with the Agreement termination dates, discussed above.

The Line is secured by a Security Agreement on the primary Hutcheson medical campus.
- Further, the Counties of Walker and Catoosa, Georgia (collectively, the Counties) have provided
additional security in the form of guarantees under an Intergovernmental Agreement. Under the
Tntergovernmental Agreement, the Counties have each agreed to a maximum liability of
$10,000,000 to secure the line. The form of such guarantee was fo be at the option of the
Counties and were to become enforceable upon a notice of default delivered by the Primaty
Health System. The form of the guarantee selected by the Counties can include a) a payment of
50% by cach County of the amounts owing nader the Line, b) payments as they become due up
to the respective $10,000,000 limits or c) afier non-Judicial foreclosure under the Securify
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Agreement, each County could elect to pay 50% of any deﬁcif;ncy between the amount
outstanding under the Line and the then fair market value. Both Counties previously agreed to
levy annual property taxes, if needed to honor these guarantees. ) '

In June 2013, the Agreement was modified to allow Hutcheson to issue requests for proposals for
the Jease or sale of Hutcheson properties without creating a breach of the Agreement, As part of

the Agreement, Hutcheson committed to obtain altemative financing and repay the line of credit

upon the eatlier of the replacement financing being obtained by Hutcheson, or June 1, 2014.

Tn August of 2013, howsver, Hutcheson terminated the Agreemnent. Tn response thereto, the
Primary Health System declared Hutcheson to be in default under the Agreement and made
formal demand of Hutcheson as fo all amounts then due and payable. In February 2014, the
Primary Health System filed suit against Hutcheson in order to collect the moneys, including
principal, interest and penalties, then due. In response to such filing, Hutcheson has asserted
multiple counter claims against the Primary Health System alleging mismanagement and ofher
failures under the Agreement. Additionally, another senior creditor has filed a separate Jawsuit
against the Primary Health System alleging priority over the Primary Health System’s security
interest and, presumably, the County guarantees relating to Hutcheson.- The litigation is
cugrently pending in the United States District Court in the Northern District of Georgia, Rome
Division

NOTE P—OTHER REVENUE

" The American Recovery and Reinvestment Act of 2009 and the Health Information Technology
for Economic and Clinical Healh (HITECH) Act established incentive payments vnder the
Medicare and Medicaid programs for certain healtheare providers that use certified Electronic
Health Record (BHR) technology. To qualify for incentive payments, healthcare providers must
mest designated BHR meaningful use criteria as defined by the Centers for Medicare &
Medicaid Services (CMS). Incentive payments are awarded to healtheare providers who have
attested to CMS that applicable meaningful use criteria have been met. Compliance with
meaningful use criteria is subject to audit by the federal government or its designee and incentive
payments are subject to adjustment in a future period.

The Primary Health System recognizes revenue for EHR incentive payments when substantially
all contingencies have been met. During 2014 and 2013, the Primary Health System recognized
approximately $4,220,000 and $2,670,000, respectively, of other revenue related to EHR

incentive payments.

T
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CEATTANOOGA-HAMILTON COUNTY HOSFITAL AUTHORITY
(d/b/a Erlanger Health System)-

Noles o Cai}zbined Fiaancial Statements - Continuzed

Years Ended June 30, 2014 and 2013

. NOTE Q-CONDENSED FINANCIAL INFORMATION

The following is condensed, financial information related to the discretely presented component

umts as of and for the years ended Juse 30, 2014 and 2013:

ContinuCare Cyberfmgfe
As pr!me 30, 2014 ' ,
Due fiom other governments - § 192,950 $ 176,300
Other current assets 10,345,848 460,017
Total Current Assets - 10,538,798 636,317
" Net property, plant and equipment 4,885,489 4,120,144
Other assets ‘ ar " 882,663 64,013
Total Assets . § 16,306,950 $ 4,820,474
Dus to other governments . $ 126,832 § -
Other current liabilities 2,564,259 655,526
’ Total Current Liabilities 2,691,141 655,526
Long-term caebt and capital lease obligations 51,653 3,092,057
Total Liabilities 2,742,794 3,747,583
MNet position
Unrestricted , 8,759,244 556,940
Net investment in capital assets ' 4,804,912 515,951
Total Net Position 13,564,156 1,072,891
Total Lisbilities and Net Position _§ 16,306,950 § 4,820,474
Year Ended June 30, 2014 .
Net pationt and operating revenus $ 20429529 § 1,900,600
Operating expenses: '
Salaries, wages and benefits 13,407,246 i 231,342
Supplies and other expenses 12,497,767 702,098
Depreciation 549,539 , 560,208 .
) Total Opetating Expenses 26,454,552 1,493,648
. Operating Income (Loss) (25,023) 406,952
Nonoperating revenue (sxpenses) 389,611 (172,007)
Change in Net Position 364,588 234,945
Net Position at Beginning of Period 13,199,568 837,946
Net Position at End of Period § 13,564,156 § 1,072,891

49
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CHATTAN OOGA-HAMILTDN COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health System)

Notes to Combined Financial Staicincrts - Continued

Yeais Ended June 30, 2014 and 2013

ContinuCare *  Cyberknife

As of June 30, 2013 ) :
Due from other governments ' $ 248239 &' 129,000
Other current assets ' 8,865,703 | 490,008

Total Current Assels 9113942 619,008

Net property, plant and equipment 5174936 ° 4,468,880
Other assets 2,383,609 75,309
' Totel Assels _§ 16,672,487 $ 5,163,197
Due to other governments $ 408,032 $ 120,000
Other current liabilitles . 3,035,595 788,584
Total Current Liabilities 3,443,627 908,584
Long-term debt and capltal lease obligations o 29,292 3,416,667
Total Liabilities 3,472,919 4,325,251

Net position . '
. Unrestricted : 8,110,622 - 210,424
Net investment in capital assets 5,088,946 627,522
Total Net Position 13,199,568 837,946
Total Liabilitics and Net Position - § 16,672,487 $ 5,163,197

Year Ended June 30, 2013
Net patient and operating revenue - $ 26,026,863 $§ 1,560,900
Operating expenses: ' _ '

Salaries, wages and benefits 13,395,486 211,954
Supplies and other expenses ' 12,897,677 578,266
Depreciation 517,483 521,752
Total Operating Expenses 26,810,646 1,317,972

Operating Income (Loss) (783,783) - 242,928
Nonoperating revenue (expenses) 497,259 (194,623)
Change in Net Position (286,524) 48,305

Net Position at Beginning of Period 13,486,092 789,641

Net Position at End of Period § 13,199,568 § 837,946
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CHATTANOOGA-HAMILTON COUNTY HOSPITAL AUTHORITY
(d/b/a Erlanger Health Systent)

Notes to Combined Financial Stutenents - Continued

Years Ended June 30, 2014 and 2013

ContinuCare owes the Primary Health System for various services, supplies, and rents provided,
or expenses paid on its behalf. Actual expenses incurred related to these services were
$1,925,245 and $2,119,466 in 2014 and 2013, respectively. In addfition, ContinuCars provides
staffing, contract nurse visits, and administrative services to the Primary Healih System.
Revenues from such services were $372,554 and $617,427 for the years ended 2014 and 2013,
~ respectively. Amounts due at June 30, 2014 aad 2013 are included in amounts due to/from other
governments in the accompauying combined financial statements,

As of June 30, 2014 and 2013, Cyberknife owes the Primary Health System for various services,
supplies and rents provided, or expenses paid on its behalf, The Primary Health System owes
Cyberknife for radiation services provided by Cyberkmife to the Primary Health System’s
patients. Revenues related to those services provided to the Primary Health System were
$1,900,600 and $1,560,900 in 2014 and 2013, respectively, Amounts due at June 30, 2014 and
2013 are included in amounts due to/from other governments in the accompanying combined

statements of net position,
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g erlanger

December 17, 2014

Philip Grimm, MHA
HSDA Examiner
~State of Tennessee .
" "Héalth Sarvices and Development Agency
Andrew Jackson, 9" Floor
502 Deaderick St.
Nashville, TN 37243

RE: Certificate of Need Application CN1412-048
Erlanger Medical Center

Dear Mr. Grimm;

Thank you for the review of our application to relocate and replace a linear accelerator from Erlanger
Medical Center to Erlanger East. The additional information you requested is enclosed. We are excited
about our plans to modernize our East Campus with this initiative to develop a full service cancer center
and look forward to the review process.

Please let us know if you have further questions or are in need of additional information.

Senior Vice President
Planning, Analytics & Business Development

975 East Third Street, Chattanooga, TN 37403 (423) 778-7000 www.erlanger.org
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SUPPLEMENTAI, INFORMATION

Chattanooga-Hamilton County Hospital Authority
D/B/A

Erlanger East Hospital

Application To Initiate Radiation Therapy Service
On The Erlanger East Campus
By Replacement & Relocation Of A Linear Accelerator

Currently At Erlanger Medical Center

Application Number CN1412-048
December 14, 2014

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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Supplemental Responses To Questions Of The
Tennessee Health Services & Development Agency

1l.) Section A, Applicant Profile, Item 6.

The Warranty Deed dated 1988 for the tract of
approximately 27.89 acres is noted. Absent names of
streets as a comparison to the plot plan in the
application, what additional insight can the applicant
provide to document site control pertaining to

Erlanger East Hospital.

Response

The description contained in the Warranty Deed
provides the following information ..

“Beginning at the intersection of the southern
right-of-way of Crane Road (allowing for a width
of 50 feet) with the western line of Gunbarrel Road ..”

This description is located on lines 4-5 of the parcel
description which provides the requested information.

2.) Section A, Applicant Profile, Item 10.

Under the notes for this item, the applicant notes a
transfer of 70 beds from the EMC main hospital campus
to Erlanger East Hospital in CNO405-047AE. However,
HSDA records for the Certificate of Need, including
recent approval of the project’s 4" extension request,
reflect approval for the transfer of 79 beds in lieu
of 70 beds. Review of the CON approval letter & other
related correspondence reveals the project will
decrease the main campus beds from 703 to 624 licensed
beds and increase the east campus beds from 28 to 107
licensed beds. Please explain. In your response please
also provide  the bed complement under EMC’ s
consolidated license for its 3 campuses showing. all
licensed beds by service.

Response

The original CON approved a transfer of 79 beds from
Erlanger Medical Center to Erlanger East Hospital.

Erlanger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 2 12/17/14 3:19 PM
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Following that CON, a subsequent CON was approved to
transfer six (6) beds from Erlanger Medical Center to
Erlanger East Hospital for the purpose of the Level II-A
nursery (see CN0407-067A). The bed complement for Erlanger

East Hospital is summarized below.

Original Licensed Beds 28
Medical / Surgical Beds (CN0405-067AE) 79
Nursery Beds Added (CN0O407-067A) 6

Total Beds Available 113
Total Beds Currently Licensed 43

Medical / Surgical Beds Remaining
To Be Implemented (CN0O405-067AE) 70

*** Note — Of the 79 beds approved in CN0405-067AE, a total
of 9 beds have been implemented to date.

The request for the current bed complement for
Erlanger’s 3 campuses in Hamilton County is below.

- | Erlanger | Erlanger | Erlanger | | EMC |
Bed Type| |MainCampus| North | East | |Licensed Beds|
| !‘ || |
S — T ¢ M—rT LR ST .
R S —— 28
Long-TermCare Hospitall | | | - |
T LS I T & SN
icusccul | 91 ;.' 4 || 95 '
~ MNeonataicu| | &4 | [ | &4 |
 Pedatig| | 9 | R I S
Adult Psychiatric| | ﬁ [ ] T
| GeriwePsychawc| | | 12 | || 12
E | | | ! ] | I
totaL| | e | & | 4 | | 78

3.) Section A, Applicant Profile, Item 13.

The applicant’s contract with United Care of Tennessee
for commercial and Medicare Advantage products is
noted. However, please clarify why the applicant does
not have a contract with United Healthcare Community
Plan for TennCare enrollee’s over the age of 21.

Erianger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 3 12/17/14 3:19 PM



SUPPLEMENTAL #1
172 December 18, 2014
10:15 am

New TennCare Managed Care Contract with the Bureau of
TennCare will take effect January 1, 2015 with full
statewide implementation for AmeriGroup, BlueCare
Tennessee and United Healthcare. Please indicate the
stages of contract discussions with each MCO for these

new and any other contracts.

Response

Erlanger is in continued contract negotiations with
United Healthcare Community Plan and has signed a contract
with Amerigroup (see copy of articles on the negotiation
status attached to this supplemental information).
Erlanger Health System’s leadership recently met with, and
is in continuing discussion with, United Healthcare in an
effort to come to terms on outstanding issues. In the
meantime, any of these TennCare enrollees will still able
to access Erlanger’s emergency departments and other
services, if needed.

4.) Section B, Item 1 (Project Summary).

The executive summary is noted. Please include brief
descriptions for project funding, financial
feasibility/sustainability for the proposed project.

Response

Brief descriptions are below as requested.

Project Funding
The project will be funded by continuing operations

of Erlanger Health System. The CFO letter attached
to the CON application confirms this.

Financial Feasibility / Sustainability
The Projected Data Chart shows that this project is

financially viable in both years 1 and 2.

5.) Section B, Project Description, Item II.A.

The response pertaining to construction is noted.
However, the 7,396 total square feet for the proposed
radiation therapy service in the response is less than

. Erlanger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 4 12/17/14 3:19 PM
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the total size of the project identified in the Square
Footage Chart on page A-16 (8,020 total square feet).
Further the response makes no note of the scope of
work related to the inpatient/outpatient pharmacy that
was addressed in the 11/26/14 architect’s letter on
page A-15 of the application. Please expla;n.

Square footage Chart - The total costs for the areas
in the chart were omitted. Please add this information
and submit a revised chart in a replacement page for

the application.

Response

A portion of the space that will be vacated by the
relocation of the inpatient pharmacy & outpatient pharmacy
will not be included in the SF for the new radiation
therapy center. It will be renovated as lobby space to
facilitate patient flow through the entry to the hospital

and radiation therapy center.

A revised Square Footage Chart is attached to this
supplemental information.

6.) Section B, Item Project Description, II.D.

Please describe the applicant’s enhancements
pertaining to the development and operation of EMC’s
comprehensive cancer program, including the addition
of a radiation therapy service at Erlanger East

Hospital.

Suggested contents to help the Agency gain a better
understanding of the service are as follows: (1) a
description of the services of the oncology program

such as surgery, diagnostic and treatment
(chemotherapy) services; (2) a description of any
specialized services (e.g., mammography screening,
community education programs for cancer, etc.); (3) a
description of any specialized equipment for
diagnostic and/or treatment services; (4) a

description of hospital/medical staff organizational
structures for coordinating the activities of the
oncology program, including information systems such
as its tumor registry and tumor board; and (5) a
description of EMC’'s participation in any clinical

Erlanger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 5 12/17/14 3:19 PM
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investigative protocols through formal oncology

network relationships with other providers.

In your response, please include an estimate of cancer
surgeries as a percentage of EMC’s and Erlanger East’s
total surgical procedures in 2012, 2013 and 2014.
Please also address chemotherapy caseloads at Erlanger
east for these periods going forward Year 1 of the

project.

Response

Erlanger seeks to make cancer service convenient and
readily accessible to those served. At Erlanger East,
cancer services now in place or being developed will
complement those provided on the main Erlanger campus.
Specific services at Erlanger East include a comprehensive
breast center which provides screening mammography,
diagnostic mammography, ultrasound, lumpectomy and
chemotherapy services. We utilize digital breast
tomosynthesis for mammography imaging, providing improved
visualization for the radiologist, while also reducing the
need to recall or biopsy patients. Our chemotherapy
infusion center has the capacity for 15 patients.

We have certified breast cancer nurse navigators,
stereotactic biopsy capabilities, an oncology research
coordinator who can provide access to clinical research
protocols, community outreach initiatives and more. The
team of oncologists, hematologist and surgeons at Erlanger
East Hospital participate in the tumor board at Erlanger.
Such services have been in development as part of the long
term plan for Erlanger East Hospital so historical data on
surgery and chemotherapy case loads are not yet available.
Approximately 700 chemotherapy patients are anticipated in
the first year of the project. The relocation of the
linear accelerator to the campus will complement these
services while providing convenient access for those in
need, creating a single destination where all required care

can be provided.

7.) Section B, Project Description, Item II.E.l.a -
Items 1 and 3.

The response to Item 1 matches the $3,065,941 Varian
Truebeam vendor equipment quote vendor effective

Erlanger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 6 12/17/14 3:19 PM
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through March 2015. However, this cost does not match
the total fixed equipment cost in Line 7 of the
Project Costs Chart on page 39 of the application

($5,351,0093) . Please clarify and reconcile by
identifying all applicable costs for the linear
accelerator, including the |base equipment cost,

warranty, shipping and taxes.

For clinical applications, please identify and
describe the clinical features and advantages of the
unit pertaining to its ability to perform IMRT, IGRT
and SRS procedures, at a minimum. It may be helpful to
a better appreciation of the project to describe how
these items contribute to the applicant’s plans to
provide modern cancer radiation therapy services.

Response

As part of the comprehensive radiation therapy center
to be located at Erlanger East Hospital there will be a CT
Simulator along with furniture and other miscellaneous

equipment.

Varian TruBeam Linear Accelerator $ 3,065,941
CT Simulator ©90, 345
Service Contracts (5 years) 1,458,984
Furniture, Fixtures & Misc. Equip. 135,823

Total $ 5,351,093

A revised Project Cost Chart is attached to this
supplemental information.

Concerning clinical applications for the unit, the
Varian TrueBeam is equipped with On-Board Imaging (“OBI”)
which allows better precision for repetitive localization
of targeted tumor volumes on a daily basis. OBI is also
used to perform Image Guided Radiation Therapy (“IGRT”).
This unit also can deliver IMRT using Rapid Arc technology
when medically appropriate for faster delivery of highly
conformal treatment, therefore reducing the amount of time
that a patient must 1lie still to receive their daily

treatment. The TrueBeam can also be used to provide gantry
based Stereotactic Body Radiation Therapy and Stereotactic
Radiosurgery (SBRT/SRS). Erlanger currently uses the

CyberKnife to provide robotic SBRT and SRS on the downtown
campus but with acquisition of this unit, would have the

Erlanger East Hospital — Linear Accelerator
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capability to extend the stereotactic treatment options to
the Erlanger East Hospital campus as well.

8.) Section B, Project Description, Item III (Plot Plan).

The 2 versions of plot plans are noted. For the page
A-17 version, Please insert an arrow that identifies
the location & entrance of the proposed radiation
therapy service. For version on page A-18, please
revise by including the names for Gunbarrel and Crane

Streets.

Response

The revised plot plans are attached to this
supplemental information.

9.) Section C, Need, Item I.a (Specific Criteria,
Construction & Renovation).

Given the project focus on replacement and relocation
of one of EMC’s two existing units to its satellite
hospital Erlanger East, please provide responses for
the criteria pertaining to construction and renovation
criteria in this section (Sumner Regional Hospital,
CN1408-036A, may be helpful as an example) .

Response

The criteria for Construction, Renovation, Expansion
and Replacement Of Health Care Institutions are attached to
this supplemental information.

10.) Section C, Need, Items 3, 4.A, and 4.b (Service Area).

Item 3 ~ The county designation and justification of
the service area is noted. The table in the response
is based on data from the THA Health information
Network. Since HSDA Equipment Registry Data is also
available to measure patient origin by service, it
would be helpful to comparing the table using both
sets of data. Please provide the table using HSDA for
radiation therapy treatments by residents of the 10
county TN service area in 2011, 2012 and 2013. In your

Erlanger East Hospital — Linear Accelerator
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response, please note any major differences between
the data, as appropriate.

Item 4.A - your response to this item using data from
Claritas and THA Health Information Network is noted.
However, please complete the following chart using
information from the Department of Health population

projections.
Demographic of g
Service Area ' " = . 5 . g .-§ . -
2 &7 o = ) & o o 9 o
3 (S |§ |8 |8 |g§ |®|x |8 | |s5g|¢
g | g & |§s |8 |¢€ |8 |7 g |58 2z
m g |0 |Z | = p S | & | = ) b4 & E
Total Population- '
Current Year -2014
Total Population-
Projected Year -2018
Total Population-%
change
Item 4.B - Please briefly summarize the cancer rate in
the service area using data from the TN Department of
Health (TDH) such as the cancer registry or applicable
recent publication (e.g. Cancer in Tennessee, 2005-
2009) . Specifically, please identify cancer use rates
by county for the most recent 3 consecutive year
period available and compare to statewide and national
averages. Please also provide the linear accelerator
treatments per 1,000 population for the service area
and the State of Tennessee overall. Linear accelerator
treatment data is available from Alecia Craighead at
the HSDA offices.
Response
Item 3

The table requested is below.

Erlanger East Hospital — Linear Accelerator
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l [0 County Tennessee Service Area Utilization

| [ I S

| A IR [ 1 1 1
. |m====== HSDA Linear Accelerator Treatments ===========| = THA Inpatient Market Data= __
: —— .| Trend %Change| 2013 | | %EHS [%Svc. Area|
PatientOrigin | 2011 | 2012 | 2013 | 2011-2013 |2011-2013 Pt Origin; Pt Origin | Pt Origin |
| | | i §ELongin,_, IOl | LS i
Hamilton County | 19,323 | 17,453 | 17,359 | -1,964 | -10.2% | 68.7% 50.1% |
Bradey County | 1785 | 1602 | 125 | 570 | 20.6% | 5.0% % |
Marion County 1977 | 1621 | 1414 | 37 | 27% | 56% i
Grundy County | 403 | 251 | 470 | 67 | 166% | 1.9% |
Sequatchie County 628 | 677 | 940 312 | 49.7% | 3.7%
BledsoeCounty | 545 | 324 | 502 | 43 | 7.9% 2.0% B |
RheaCounty | 1629 | 1545 | 1567 | 42 | -26% | 63% | | -
Meigs County | 400 | 369 722 321 | B0.0% | 2.9% i
Mo Counly | 710 | 525 | S | ot | wrs | 2% I
Polk County 236 | 290 277 41 _[_ 17.4% 1.1% I
; | ' |
oworAea || | E A N
| |} J |
| Tetwl | 2roAr | sa7as | sare | A7es | 5% | 000% | iooo% ||

The total of Linear Accelerator treatments for the service
area has decreased by 6.5% between 2011 and 2013. Patient
origin data shows that Hamilton County accounts for 68.7%
of Linear Accelerator treatments but only 59.1% of
inpatient admissions. Also, McMinn County accounts for
2.3% of Linear Accelerator treatments and 8.4% of inpatient

admissions.

Item 4.A

The information requested was presented on page 33 of
the CON application.

Item 4.B

The table requested is below.

Erlanger East Hospital — Linear Accelerator
CON Application - Supplemental Information -- Page 10 12/17/14 3:19 PM
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|10 County f;hﬁéb%éé”s—erﬁéé'ﬁ?éﬁéz?es_ : ]
| ~ |HSDALinAc| LinAc | == Rates2005-2009 =
; _ | 2014 | Treatments| Treatments | Ca_p_c_:_er Cancer !
| County | Population | 2013 _ l' Per1000 | Incidence Mortallty
\Hamilton County | 347,451 | 17,359 | 49.96 | | 4820 | 180.0 f?
‘Bradley County | 103,308 1,425 | 13.79 .| 4383 187.6 |
{Marion County _ [ 28,556 14_14_1 1 49.52 [ 520.4 2426 |
IGrundy County L 13385 | 470 | ___35 19______ . | 4878 | 2037 |
Sequatchle County 15 019 940 ) 5 62.59 | _’ 393.5 223.5
|Bledspe County | 1.2-641. i 502 | 39.71 L 418.2 162.5
Rhea County | 33,392 | 1 587 | 47.53 | 599.7 - 2145 |
Meigs County | 12205 | 722 | 8916 | | 4836 777
McMinn County | 52233 | 583 | 1116 | | 437.4 | 1951 |
Polk County | 16604 | 277 | 1668 | | 4750 | 2228
| :’ I R
! Total-Svo. Area | 634,764 | 25279 | 39.82 | | 477.3 | 189.9 |
l R S . |
| Temnessee | 6,588,698 | 361,834 | 5492 | | 4768 | 199.8 |
** NOTES - 1.) Population data from TDOH population estimates.

2.) Linear Accelerator treatment data from HSDA.

3.) Cancer incidence and mortality data from TDOH

report “Cancer In Tennessee = 2005-2009".

Please note that this report does not contain
the most recent 3 consecutive years of data.

11.) Section C, Need, Item 5.

The table of linear accelerator utilization trends of
existing providers in the  service area is noted.

Please add columns to the table that identify (1)

each

hospital’s mileage from Erlanger East and (2) #
procedures by residents of the 10 county TN service

area for each provider for each of the periods
(please contact Alecia Craighead, Stat 1III,

shown
for

assistance with data from the HSDA Equipment Registry

for this response).

Please complete the table below for the utilization of
existing linear accelerators in the 10 county

Tennessee portion of the service area using data
the HSDA Equipment Registry.

10-County TN Service Area Historical Utilization

from

Facility | # Units | 2011 2012 2013 % 2013 txs per unit
procedures | Procedures | procedures | Change |as a % of 7688
"11-13 optimal standard
Erlanger East Hospital — Linear Accelerator
3:19PM
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10 County TN
Service Area

EMC Main
Campus

EMC as a % of
Providers

Response

The table of Linear Accelerator utilization has been
revised as requested to show distance from Erlanger East
Hospital and procedures by residents of the 10 county
service area.

- B A i i Saiaraor Thisalion i Htiadsy Tamnasians T " e s oo s S
— T f
== 1 Distance | Utllization By
! No. Of Total Avg. Proc’'s | From Erlanger| Residents Of
| Counly  Type |  FacllityName . -Year - Lln Acs Treatments | PerUni! !’__ East Hospltal | Svc Area il
1 1
[ Hamiiton ~ HOSP |Erlanger Medical Center 2011 20 8837 | 4418 9.4 Miles 7,089
_ Hamilton __ HOSP _|Memorial Hospilai N — 2011 | 30 | dater | 6398 |  B6Miles | 15229
| Hamilton HOSP | Parkridge Medical Center 2011 2.0 3672 1836 | 8.3 Miles 2,679
Bradey _RAD _|Cleweland Reglonal Cancer Center 21 | 10 53277 | S53% . 221Mies 213
| McMinn___ASTC _|Athens Reglonal Cancer Center e 200 308035 [ 3035 | 495Mles | 104 |
=~ ST - - Y. | 2531
- _Hamillon HOSP |ErlangerMedicaiCenter 2012 | 20 9,516 4758 84 Miles | ]
| Hamiton  HOSP__iMemarial Hospital 2012 | 30 | 14914 4971 | 8.6 Miles__
' Hamilton HOSP__ |Parkiidge Medical Canler 2012 4,120 2,060 | 8.3 Miles i
| Bradiey RAD |Cleweland Reglonal CancerCenter 2012 | ) | 5018 5018 | 22.1 Miles
. McMinn ASTC  |Athens Regional Cancer Center 2012 . 2717 2717 | 49.5 Miles
a2\ SLS 2 i
T - T -S Total >>>>> |80 | 36265 402 | »m
i ————— — - —— !..,. —— e .
| Hamilton ~ HOSP |Erianger Medical Center 2018 | 20 | 9519 | 4760 | = 94Mles | 7676
|_Hamilton ~ HOSP _|Memorial Hospital 2013 | 30 | 16734 5578 | 8.5 Miles 12,839
. _Hamiiton HOSP _|Parkridge Medical Center 2013 20 3693 | 1847 |  83Miles | 2822
. Bradey ~ RAD " [Cleweland Regional Cancer Center 2013 10 | T 8473 | 5473 [ 22TMies
. McMinn_ ASTC _|Athens Regional Cancer Center 2018 | 1.0 2732 2733 | 49.5 Miles
S| SRR P—— - (TN Y 13 - R G e S 95

** Note — Per data received from Alecia Craighead at HSDA,
Cleveland Regional and Athens Regional Cancer Centers
were not listed for 2013.

The table for Linear Accelerator utilization showing
Erlanger as a percentage appears below.

1| T10County Tennessee Service Area Historical Utilization
s =k [ |

- No. Of ___'_[f= === Total Procedures ) 2013 Trmts. Per
_Facility | Units | | 2011 | 2092 | 2013 | | 2011-2013 |UnitAs %Of Std.
I | [ L

10 County Senvice Area | 9 40058 | 36285 | 38151 | | A8% | 561%
__EMCMainCampus | 2 | | 8837 | 9516 | 9519 | |  77% |  61.9%
EMCAs % OfProviders | 222% | | 224% | 262% | 250% | [ 131% |  1123% |

12.) Section C, Need, Item 6 Applicant’s Utilization).

Erlanger East Hospital — Linear Accelerator
CON Application - Supplemental Information -- Page 12 12/17/14 3:19 PM
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Review of the JAR of EMC’'s radiation therapy-linear
accelerator wutilization revealed discrepancies with
HSDA Equipment Registry records. For example, the 2011
JAR reflects 1,059 inpatient procedures plus 18,582
outpatient procedures for a total of 19,641 radiation
therapy procedures compared to the 8,837 total
procedures that were reported by the applicant to HSDA
for +the period. The differences in the total
utilization by year between the JAR and HSDA data is

noted below:

Comparison of Annual Radiation Therapy Procedures by Reporting Source

Source 2011 2012 2013

HSDA Equipment | 8.837 9,516 9,519
Registry

Applicant’s JAR 19,641 24,303 24,090
Patients —JAR only Not reported 916 640
Estimated average # | Notreported 28 per patient 38 per patient
procedures/patient

(JAR only)

Please explain what accounts for the difference in the
utilization between what EMC reported to TDH and HSDA.
In your response, please also identify and describe
what patients can expect for a typical course of
treatment such as 38 treatments per patient for a
general course of treatment in a given year, 28 per
patient for IMRT, etc.

The general utilization for Erlanger Medical Center is
noted. However, please respond to the question
specific to for projected utilization linear
accelerator services by completing the table below.

Historical and Projected Linear Accelerator Treatments

Year 2 % Change

"11-Year 2

Location of | 2012 2013 2014 Year1

Unit (estimated)

EMC Main

Campus
Erlanger East
Hospital

Total

As a % of
7,688 optimal
capacity/unit

Response

Erlanger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 13 12/17/14 3:19 PM
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The data that have been reported on the Joint Annual
Report for many years is inclusive of volumes for various
support functions to the radiation therapy program such as
CT Simulator, etc. The data reported on the Medical
Equipment Registry is also understated. The correct number
of Linear Accelerator treatments appears in the table below
for 2012, 2013 and 2014. With this information, it may be
seen that the number of treatments per patient above is not
correct. For purposes of this CON application we have
planned an average of 22 treatments per patient.

The table requested is below.

Hlstoncal &Pro_/ected Lmear__A__cceIerator Treatments _' _ _I ]

. ’ [ . |

| | Estimated | | | %Change |

‘ M|z_ogg | 2013 |I 2014 | Year1 ] Year2 |2012-Year2|

e T N

Erlanger Medical Center| 10,134 | 9,934 ' 9559 | 5654 ]" 5830 | -425% |

Erlanger East Hospital | 1 | 490 | 5500 | 100.0%
~ Total | 10,134 | 9,934 | 9,559 f 10,604 | 11,330 | 11.8%

|As % Of 7,688 Optimal | 65.9% | 64.6% | 622% | 69.0% | 73.7% | 11.8%

13.) Section C, Economic Fea51b111ty, Item 1
(Project Cost Chart).

The filing fee is short by $2.00. Please revise the
chart and submit a replacement page. Please also remit
the additional $2.00 with your response.

Proposed linear accelerator unit - the following
definition regarding major medical equipment cost in
Tennessee Health Services and Development Agency Rule
0720-9-.01 (13) (b) states "“ The cost of major medical
equipment includes all costs, expenditures, charges,
fees, and assessments which are reasonably necessary
to put the equipment into use for the purposes for
which the equipment was intended. Such costs
specifically include, but are not necessarily limited
to the following: (1) maintenance agreements, covering
the expected wuseful 1life of the equipment; (2)
federal, state, and local taxes and other government
assessments and (3) installation charges, excluding
capital expenditures for physical plant renovation or
in-wall shielding.”

Erlanger East Hospital — Linear Accelerator
CON Application - Supplemental Information -- Page 14 12/17/14 3:19 PM
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Is the $5,351,093 fixed equipment cost listed in Line
A.7 of the Project Cost Chart consistent with this
Rule? In your response, please provide a breakout of
the key cost items of the fixed unit that apply to the
project. If not, please make the necessary equipment
cost adjustments and submit a revised Project Cost

Chart.

Response

The remaining CON application fee of $ 2.00 is
enclosed along with a revised Project Cost Chart. The
service costs for the first 5 years have been included in

the Project Cost Chart as per Agency rule.

14.) Section C, Economic Feasibility, Item 4 (Historical
& Projected Data Charts).

Given the hospital’s satellite facility status under
EMC’s consolidated license and EMC’s plans to continue
operation of a linear accelerator at the main hospital
campus, please also provide a Projected Data Chart for
the hospital’s radiation therapy service as a whole
(note: the requested Projected Data Chart would
identify the wutilization and financial performance
based on EMC’s 2 linear accelerator wunits at both

locations) .

Please identify other expenses by completing the
following table for both the Historical and Projected

Data Charts provided on pages 42 and 43 of the

application.
OTHER EXPENSES

OTHER EXPENSES CATEGORIES Year Year_
1. $ $

2, —
3.

4,

5.

6.

7.

Total Other Expenses $ $__

Erlanger East Hospital — Linear Accelerator

CON Application - Supplemental Information -- Page 15 12/17/14 3:19 PM
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Response

The detail for other expenses on the Historical Data
Chart for Erlanger Health System is attached to this
supplemental information. The detail for other expenses on
the Projected Data Chart for years 1 and 2 of the project
consists solely of service contracts related to the Linear

Accelerator and other equipment.

The Projected Data Chart for the entire radiation
therapy program at Erlanger is attached to this
supplemental information.

15.) Section C, Economic Feasibility, Question 5.

The average gross charge, average deduction and
average net charge of EMC is noted. However, please
identify for the radiation therapy service of EMC as a
whole and complete the table below.

Average Gross Charge Trend, EMC Radiation Therapy Service

Year # Linear EMC Average | Average gross
Accelerator Radiation Gross charge per
Units Therapy Revenue treatment
Treatments (charges)
2011 2 8,837 $9,526,460 $1,078
2012 2 9,516 $9,351,036 $983
2013 2 9,519 $7,999,663 $840
% Change "11- NC +7.8% -16% -22%
13
2014 2
(estimated)
2015 2
(projected)
Year 1* 2
Year 2 2
% Change
‘14-Year2

*Note: Year 1 includes treatments and total gross revenues for both of EMC’s linear
accelerator units (1 at EMIC main campus and 1 at Erlanger East satellite hospital)

Response

Erlanger East Hospital — Linear Accelerator
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The data that have been reported on the Joint Annual
Report for many years is inclusive of volumes for various
support functions to the radiation therapy program such as
the CT Simulator, etc. The data reported on the Medical
Equipment Registry is also understated. The correct number
of Linear Accelerator treatments appears in the table below
for 2012, 2013 and 2014. With this information, it may be
seen that the number of treatments per patient above is not
an accurate representation. For purposes of this CON
application we have planned an average of 22 treatments per

patient.

The table requested is below.

[_____"MW T Average Gross Charge Trend EM C Radlatlon Therapy Serwce_u _'
b - = s =
i — = — 1 _— — I |_ —
| No “of | EMC Rad [ Averg_ge : Avg G_rg_s§ ]
o Llnﬁr_l}t_:cel | :I'll_erapy | Gross Charge Pe_rl_ L h_m[
Xe__al'_ Units _ |Treatments 3 Ige_\_l_e_n_ue | Treatment . _

- IR - _ i - N— '. S _______J_ .
2011 2 | 97% | ofs7232 | 1044 |
2012 2 | 10134 | 986589 | o738 | |

| 2013 } 2 i 9934 [ 8225632 828 |

- U I .- f B _ SO _W______!
' % Change 2011-2013] 1 1.8% 193% | 207% | ]
= } ? SRR | i —
I - _ ! il ¥ I —— }
-_‘ 2014 -Estimated | 2 | 9559 | 9595231 | 1,004 | |
f__ 2015 Pnyaﬂed _”L_“ 2 __j 9,747 u[ 10079568 i_ 1034 __] - J
| Yeart | 2 | 10604 | 11294783 | 1,065 | |
._ Year2 l 2 | 11,330 | 12430119 | 1007 | |

As an explanation for the decrease in the average
charge per treatment between 2011 and 2013, it should be
noted that Erlanger monitors it’s charge master file prices
against comparative databases and there has been a decrease
in the gross charge amounts for radiation therapy services.
Some of the hospitals in this benchmark data set have seen
a decrease in the prices for radiation therapy services.

16.) Section C, Economic Feasibilty, Questions 6. A and B.

Item 6.A - Please respond to this question specific to
the proposed 1linear accelerator service. 1In your
response, pPlease identify fees for specialized
procedures for this service such as IMRT.

Erlanger East Hospital — Linear Accelerator
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Item 6.B - Please also compare the proposed Gross

Charges per Treatment by quartiles for wusing the
following table:

Gross Charges per Procedure/Treatment

By Quartiles

YEAR = 2013
Equipment Type 1st Quartile Median 3rd Quartile
Linear Accelerator $913.94 $1,113.33 $1,521.69
Source: Medical Equipment Registry — 9/25/2014

Response

Item 6.A

The list of patient charges for the radiation therapy
service at Erlanger Medical Center is attached to this
supplemental information. It is expected that these same
charges will be applicable to the radiation therapy service
at Erlanger East Hospital. Applicant does revise it’s
patient charge structure on a periodic basis (i.e.- usually
annually) during the budget cycle each fiscal year.
However, applicant does not anticipate any changes to
existing patient charges specifically as a result of this

project.
Item 6.B

- The comparison of the average gross charge per
treatment for 2013 is below.

= “,-r"_“-w."H.___________T__"" s _r __"{ S !
Radiation Therapy Charge Quartlle PIacement For 2013 - |
S -_____.___-___:.__ { '\_Ig_Prlce _ _Q_;@ft__ﬂg [ r|
Facility ; Per Proc. |  |Placement|
Erlanger Medical Center | | 840 | 1st_Qg_aLt|Ie[ ]
'Memorial Hospital ' ___|' 1,494 [ 3rd Quartile | !
Parkridge Medical Center | | 1,458 | |3rd Quartile|

17.) Section C, Economic Feasibility, Question 7.

Please also respond to this question specific to the
proposed Radiation Therapy service.

Erlanger East Hospital — Linear Accelerator
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Response

As demonstrated by the Projected Data Charts submitted
with this CON application, the radiation therapy service at
Erlanger has a positive financial result in both year 1 and
year 2 after implementation of the project. The project
will be financially feasible and cost effective.

\

)
18.) Section C, Economic Feasibility, Item 9.

It appears the combined amount of projected gross
operating revenue for Medicare and TennCare is
approximately 55.6% of total projected gross revenue
in Year 1. Please identify the dollar amount and
percentage of total projected gross operating revenue
anticipated by each payor source for Year 1 of EMC'’s
radiation therapy service in the table below (note:
the projected payor mix should be based on 2 units in
operation -1 at EMC’s main campus & 1 at Erlanger

East) .
EMC’s Radiation Therapy Service Payor Mix, Year 1
Payor Source 2014 EMC Gross Year 1 EMC
Revenue Projected Gross
(as a % of total) Revenue
(as a % of total)

Medicare

Tenncare

Managed care

Commercial

Self-Pay

Other

Total

Please indicate how medically indigent patients will
be served by the project. In your response, please
identify the number of patients or procedures to be
provided as charity in Year 1 of the project.

Response

The table requested is below.

Erlanger East Hospital — Linear Accelerator
CON Application - Supplemental Information -- Page 19 12/17/14 3:19 PM
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Historical Data Chart $ 618,531,945
Audited Financial Statements 591,982,596
Difference [ 26,549,349
Contin-U-Care Home Health. $ 26,429,529
CyberKnife Change In Net Position 119,820

(51% - Equity Method Of Acounting)

Total - Reconciling Items I$ 26,549,349

The issue of access is more than a question of simple
distance. While the distance is less than 10 miles, the
actual time to drive that distance is approximately 23-25
minutes. This time is prohibitive to some patients who

must make this journey over the course of 6 weeks, or more.

Further, the radiation therapy center at Erlanger East
Hospital is planned to be part of a full service cancer
treatment center that can provide concomitant therapy
(i.e.-both chemotherapy and radiation therapy) to those
patient who need such intervention.

20.) Section C, Contribution To Orderly Development,
Items 1 and 3.

Item 1 - The 1list of transfer agreements

in

Attachments A-24 through A-27 is noted. However, some
agreements for approximately 5 providers expired
within the last 90 days. Please clarify the status

with these providers.

Item 3 - Please provide the proposed staffing pattern
for all employees of EMC’s radiation therapy service
in Year 1 of the project and compare to the staff
salaries/prevailing wage patterns of similar personnel

in the service area. Also, please provide the
reference for the area wide wages.
Position Title FIEs Proposed Total FTES | Average Area-wide
Main FTEs Erlanger Wage Average
Campus East Wage
Total
Response

Erlanger East Hospital — Linear Accelerator
CON Application - Supplemental Information -- Page 21
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A current list of patient transfer agreements is
attached to this supplemental information.

The proposed staffing pattern for both radiation
therapy locations in year 1 of the project, is as follows.

[

|EM é'%T?é'&fé'tioii Therapy Service - Staffing
| [

1

Il — _ il i
. FTEs |Proposed FTE's| Total }Avg_r_agef ‘Area-Wide |

| _Position 'Main Campus| Erlanger East | FIEs | Wage Averaqe Waqe.
' l | | |
IUnlt Admin. Assistant l 2 I 2 4 | 1377 | 12.81 ,
Ph.D. - Medical Physicist | 1 i1 1 | 9987 | 888 |
Doimetrist, Certified 2 ) [ 3 | 5418 | 4960 |
Raduat‘:&ﬁechnolog.st N 4 2499 | 3283
Simulator Technologist | 1 g 1 2 3485 |  32.83
Dietician, Clmlcal ! 1 i i 1 18.87 25.00
Physicist B N A N N - N - B
Radiation Theraplst Lead . | 1 N _|'_ 1 30.99 | 32.76
RN - Staff Nurse _|r 1 11 2 | 2485 |  28.02

; : _' | |
= G 1 il S i T s

** NOTES - The source of the market area wage rates is £rom
the 2014 Hay Group Salary Survey.

21.) Section C, Contribution To Orderly Development,
Item 7.c.

There was no plan of correction for the deficiencies
noted in the 5/13/2014 survey by TDH, nor was there a
copy of an acceptance letter submitted as noted in the

application. Please explain.
Response

A copy of the updated survey along with the Plan of
Correction is attached to this supplemental information.

22.) Section C, Orderly Development, Item 8.

The applicant has responded N/A to items 8 and 9.
Please provide a narrative response addressing the

question.

Response

Erlanger East Hospital — Linear Accelerator
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Item 8
As the Chattanooga-Hamilton County Hospital Authority

is a governmental unit of the State of Tennessee, there are
not any individual owners of the hospital. As such, this
question is not applicable.

Item 9
As the Chattanooga-Hamilton County Hospital Authority

is a governmental unit of the State of Tennessee, there are
not any individual owners of the hospital. As such, this
question is not applicable.

23.) Outstanding Project Update.

A brief two to three sentence update will be
appreciated regarding the progress on the
implementation of the following projects:

CN1307-027A -initiation & acquisition of PET/CT unit
at EMC main campus

CN1207-034A-Renovation, upgrade and modernization of
adult operating rooms and addition of 4 ORs
CN0405-047A - Erlanger East Expansion

CN1012-056A. - Erlanger North Conversion of 30 acute
care beds to 30 skilled nursing beds & initiation of

skilled nursing services

Please include where the project currently stands
(i.e., what phase) in the implementation process, when
the projected is expected to be completed and the
expiration date of the Certificate of Need.

Response

CN1307-027A - We have reported to HSDA that this
project is complete. We are preparing to file
a completion report. The CON expires December,

201e.

CN1207-034A - We have reported to HSDA that this
project has been under continuous construction
since approved. No budget issues are
contemplated at this time and we expect to
complete the project prior to expiration of the
CON. The CON expires November 1, 2015.

Erlanger East Hospital — Linear Accelerator
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CN0405-047A - We received approval to extend this
project from HSDA until 2016. We provided
documentation that financing is complete. Plans
are in process of being finalized for the next
phase of work. We expect to complete the project
in November, 2016. This CON expires December,
2016.

CN1012-56A - We reported to HSDA that we identified
a cost effective alternative to implementation
of the project and returned the CON to HSDA.
The CON expired November 1, 2014. The CON was
returned to HSDA on August 19, 2014. \

Erlanger East Hospital — Linear Accelerator
CON Application - Supplemental Information -- Page 24 12/17/14 3:19 PM
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AFFIDAVIT i
[ )
STATE OF TENNESSEE |
|
COUNTY OF HAMTLTON |
NAME OF FACILITY Erlanger Medical Center
I, Joseph M. Winick , after first being duly

sworn, State under oath that I am the applicant named in
this Certificate of Need application_or the lawful agent
thereof, that I have reviewed all of the supplemental
informatioﬁ submitted herewith, and that it is true,

accurate, and complete.

L

L

L/ SIGNATURE

SWORN to and subscribed before me this |G of

December , 2014 °, a Notary Public in and for the
Month Year

State of Tennessee, County of Hamilton.

Sl Ha g

NOTARY PUBLIC

X\Q\Im\kt{tm sion expires June q , 2018 .
\\\ \\ngA H,; ’fx (Month / Day)

NOTARY

S
S | TENNESSEE |
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“WE'VEHAD PROBUCTIVE
BISCUSSIONS AND WE'RE OPTH
MISTIC THAT WE'LL BEABLETO
> REACHANAGREEMENT®

~ERLANGER VICE PRESIDENT OF P&YER
RELATIONS STEVE JOHNSON

UnitedHealthcare,

Erlanger upbeat

on solving contract

disagi eemems

BY KATE HARRISON BELZ
STAFF WRITER

UnitedHealthcare and
Erlanger Health System may
be showing signs’ of holi-
day cheer. The icy standoff
between the insurer and the
hospital may be thawing;

After a months-long
standoff and a week of nego-
tiations, the insurer and the
hospital struck an upbeat
tone about their likelihood

of reaching an agreement on

both their TennCare insur-
‘ance contract, which was
.terminated in October, and

their commercial contract,

which was set to expire at
the end of this month.

“We continue to make
progress:on-a rengwed con-
tract with Erlanger and are
optimistic vwe will be able
to continue their participa-
tion in our network,” United
spokesman Daryl Richard said.

Erlanger vice president of
payer relations Steve John-
son struck a similar dote.

“We've had productive dis-.

cussions and we’re optimis-
-tic that we’'ll be able to reach
an agreemeént,” he said.

The words are a stark
cha.uge in tone for both par-

ties. Erlanger has repeated-
ly said that United offered
“unreasonably” low rates,

and that the insurer hasa

history of payment probs
lems. United, meanwhile,
has said the hospital walked
away from fair offers.

The stalemate has caused
turmoil for families on Tenn-

."Care, and for employexs
unsure about whether their

employees would have access

to the area’s largest hospital

after the first of the year.

The tidings of a potential

reunion are welcome to peg:
ple like Soddy-Daisy resident
Amy Skiles, 27, who launched a
social media campaign decry-

~ing the fact that she and hey
‘two children have not beén

able to get much-needed care.

Skiles and her children,
ages 10 and 11, are on Tenn-
Care’s UnitedHealthcare
plan. The mother has back
problems, one of her chil
dren has epilepsy and anoth#

er needs foot surgery. But

none can be treated by their

See CONTRACT » 44
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Contract

» CONTINUED FROM A1 -

doctors or by the region’s
only children’s hospital,
T.C. Thompson Chil-
dren’s Hospital at Erlanger,
because the hospital is.no
longér in United’s Tenn-

-Care petwork. =
“No oné should have .

to worry about their chil-
dren’s access to health
care like this,” Skiles said.’
She has posted complaint
after’ camplamt to the
msurer s Facebook page.
Dr. Pete Kelley, a pedi-
atric surgeon with Uni-
versity Surgical Associ-

restored.

ates, said doctors in his
practice have had to refer
-patients to hospitals in
Nashville and Knoxville
for treatments they should
have been able to get at
Erlangers

But he said he’ under-
stands Erlanger’s position.

‘University Surg1ca1 has

been embroiled in its own,
tense negotiations with
United after deciding to
terminate all contracts
with the insurer this fall. .

“I would like to be able

© 10 see any patient, I Wnuld

like for them to be able to

* go to any hospital. But I

know. Erlanger has to look.
out for its financial viabil-

ity,” Kelley said. “T would
hope they could come to.
terms about United, but I’
understand if they can’t.
We still have our own,
issues with them.”
While Skiles said she is
encouraged by the possiz
bility of a breakthrough,
she is going t6 continue
fighting for access to the
hospital until her family
and other families see it

“Until this is rectlﬁed, I.
lel continue fo make out
voices heard,” Skiles §"axd

Contact staff writer, -’
Kate Harrison Belzat. "'
kbe!z@tunesﬁ'eepress com
or 423~757-6673 e
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UnitedHealthcare, Erlanger tout new
partnerships

December 11th, 2014 © by Kate Harrison Belz  in Business ! Read Time: T min. ,

timesfreepress.com

UnitedHealthcare, Erlanger tout new partnerships

As the standoff between Erlanger Health System and UnitedHealthcare continues, both are
turning to an age-old breakup ploy: Bragging about their new partners.

On Wednesday, United touted an “expanded"” partnership with Erlanger's rival CHI Memorial
Health Care System.
The new partnership means Memorial will now be in-network for patients who have

Medicaid and Dual Eligible Special Needs Plans through United. People with United
coverage that is employer-sponsored, individual or Medicare Advantage already had access

to Memorial.

Meanwhile, Erlanger has lauded its own new partnership with United's competitor,



1271112014 UnitedHedlthcare, Erlanger fout new partnerships | Times gﬁ LEMENT AL 1
Amerigroup, which will add Erlanger to its TergCare and Medicamggﬂ%mﬁ’ 3
¥

starting jan. 1. - 40:15 am
Erlanger went out of network with United’s Medicaid plan in October. Hospital officials
claimed they had to take a stand after United made a pattern of offering unfair
reimbursement rates.

Meanwhile, United has said that Erlanger has refused a fair deal, and is holding patients
hostage in its negotiations.

The hospital has said that if an agreement about the Medicaid reimbursements cannot be
made, that it will terminate its commercial contracts with United as well. That contract is set
to expire Dec. 31 if the two parties do not reach an agreement, which could impact
thousands in the Chattanooga area whose employers area offer United insurance.

The feud has been especially disruptive for families with children, as Erlanger is the area's
only children’s hospital, and for older patients who are insured through TennCare CHOICES

supplemental insurance, like a program offered through the AARP.

In statements about their respectlve new partnerships, both Erlanger and United made the
point to praise the “collaborative” and “fair” natures of their new partners.

“CHI Memorial has been a collaborative network partner and is an important, local provider
of health care services,” Rita Johnson-Mills, president of UnitedHealthcare's Community Plan

in Tennessee, said in a prepared statement.

Meanwhile, Erlanger CEO Kevin M. Spiegel said of the agreement with Amerigroup: “In this

rapidly changing healthcare environment, fair partnerships with insurance companies are
vital to sustaining hlgh-quallty cost-effective care.”

%o’
Contact staff writer Kate Harrison Belz at kbelz@timesfreepress.com or 423-757-6673.

Read next article

| Covenant boosts earnings outlook
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